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Introduction: 
The Urban Transportation 
Problem Updated 

Irwin P. Halpern, U.S. Department of Transportation 

Since World War II, urban transportation has received 
more attention than any other transportation topic. Al-
though strikes; accidents; hijackings; questions concern-
ing routes, schedules, rates, and service; and financial 
problems in intercity and international transport peri-
odically traumatize specific groups of individuals, urban 
transportation touches the lives of Americans much more 
intimately. More than three-fourths of our population 
lives in built-up areas. When these urban residents 
travel, they consume urban transportation services di-
rectly, whereas they most often consume intercity trans-
port services indirectly in the form of derived demand 
for goods transport. Moreover, since they usually travel 
daily, they experience urban transportation difficulties 
much more frequently than they do problems in inter-
city and international transportation. 

When the urban transportation problem was first ar-
ticulated in the late 1950s and early 1960s, the principal 
concern was congestion, particularly during the journey 
to work, and the main policy issues centered around how 
to relieve it. Our conception of the problem was grad-
ually broadened to incorporate environmental quality, 
mobility problems of the transportation disadvantaged, 
the question of equity, goods movements, and, most 
recently, fuel shortages and transit deficits. Although 
each component of the problem has generated policy 
changes at virtually every level of government, it ap-
pears safe to conclude that the greatest concern today 
centers on rising transit costs and deficits. Thus, the 
major urban transportation policy issue today is how to 
achieve efficient, workable urban public transportation. 
The question of transit operating subsidies is a case in 
point. 

That public transportation (except for the taxicab) is 
in dire financial straits is common knowledge. It is 
less obvious that 

As serious as the transit deficits may be for the 
transit operator or for local government, the current 
deficits are not the problem but rather one sympton of 
the basic structural weaknesses in the urban transpor-
tation market; 

The urban transportation market is a highly sen-
sitive complex set of interdependent relationships that 
is poorly understood, even though a basic understanding  

is a prerequisite for intelligent transportation planning 
and the development of sound transportation policy at the 
metropolitan, state, or national level; and 

With the possible exception of The Urban Trans-
portation Problem (1), no attempt has been made (or at 
least nothing has been published) to tie together the most 
important strands and to demonstrate how they interact 
in the market to produce today's urban transportation 
problem (or problems), specifically (a) demand for and 
supply of different services, (b) external costs (risk, 
pollution, noise, congestion, neighborhood disruption) 
and their effects on travel demand and mode choice, (c) 
institutions (e.g., labor unions and their effects on costs 
or economic regulations as barriers to entry, service 
improvements, and innovation), (d) financial assistance 
programs and their effects (e.g., differences in the ab-
solute amounts of federal funds available and their 
matching requirements with respect to the different 
modes or municipal subsidies to different modes), (e) 
cross-subsidies for different groups of users (particu-
larly with respect to peak and off-peak travel), (f) dis-
parities in the amounts of resources devoted to the pro-
motion and marketing of private (as opposed to public) 
transportation, and (g) inflation and its effects on the 
relative costs of the different modes (e.g., reduced labor 
productivity in public transportation) and on mode choice. 

In addition, certain nonmarket influences exert strong 
forces on the behavior and performance of the urban 
transportation market. 

1. There are problems in the fiscal relations between 
various levels of government. Local governments (the 
level that is hardest pressed financially) typically bear 
most of the responsibility for mass transit costs that are 
not covered by transit revenues and bear total responsi-
bility for parking, while 98 percent of the states' direct 
transportation expenditures are for highway purposes. 
Some projects require the concurrence of four levels of 
government before expenditures may be made. And, 
although the federal government seems anxious to dele-
gate making decisions about urban transportation to local 
elected officials, many state and local officials are re-
luctant to grant this authority to them or to regional 
planning bodies. 



Until the transportation system management 
(TSM) element of the Transportation Improvement Pro-
gram was incorporated into urban transportation plan-
ning during 1975, the urban transportation planning pro-
cess was oriented toward the single-occupant auto-
mobile. Because the basic concepts, assumptions, and 
methodologies were developed in the 1950s when the 
problem appeared to be congestion and the solution ad-
vanced was to create additional highway capacity, some 
of the original architects of the process now compare it 
to a dinosaur. 

Local financial planning for transportation ser-
vices is at best sketchy and primarily concerned with 
short-term objectives. Since local planners have little 
influence over the sources of revenue, there is not 
much motivation to design financial systems that will 
encourage efficient urban transportation. Federal and 
state revenues are generally taken as given, with little 
or no opportunity for local planners to take part in the 
financial planning process. Even local revenue sources 
are usually controlled by generalists who are not partic-
ularly aware of the problems of financing urban transpor-
tation. In consequence, local transportation agencies 
have not developed staffs that have the capabilities and 
expertise required to plan innovative approaches to urban 
transportation finance. 

These are all long-range problems, and progress in 
improving the market environment in which transit def-
icits occur (getting larger each year) will be measured 
in years, possibly in decades. Unfortunately, a crisis 
atmosphere surrounds public transportation in cities 
today. In Washington, D.C., there is serious discussion 
about whether to complete even a truncated version of 
Metrorail, which would consist of only about half of the 
originally planned 158-km (98-mile) system, because 
of escalating costs of construction and difficulties the 
surrounding municipalities are experiencing in raising 
funds for Metrorail at the same time they are trying to 
cover the Metrobus deficits. In the nation's capital as 
in other cities, there is strong pressure to do something 
fast. Unfortunately, the something demanded almost 
never addresses the underlying problems cited above 
but instead focuses on obtaining additional revenues. 
Certainly we need better answers to the question of 
where the money is to come from to meet the transit 
deficits, and studies have been undertaken by the U.S. 
Department of Transportation (DOT) as well as by the 
major cities on the question of how to obtain additional 
funds. 

PURPOSE OF THIS STUDY 

The purpose of the present study was to examine the 
long-term forces in the urban transportation market that 
generate chronic transit deficits and to evaluate alter-
native courses of action to improve economic efficiency 
and financial viability at the local level. The resulting 
report is designed to synthesize theory and practice to 
produce a practical working program for both those who 
plan and implement policy at the local level and those 
who develop and administer financial programs at the 
state and federal levels. Its purpose is to (a) focus at-
tention on the financial difficulties that contribute to the 
deterioration of service for users of both public and 
private transportation in cities, (b) identify the under-
lying causes of present urban public transportation def-
icits, (c) identify alternative programs to assist cities 
to reduce their dependence on federal financial assis-
tance (especially for operating costs), (d) develop a 
common framework to assist the different levels of 
government to evaluate urban transportation costs versus 

revenues, and (e) provide a volume that will summarize 
the state of the art and contribute to a better understand-
ing of the options available to local government ani to 
public transportation operators to improve the financial 
viability of public transportation. 

STUDY APPROACH 

The original approach of the sponsoring agencies and the 
Transportation Research Board was to examine the major 
causes of poor market performance in urban transporta-
tion in the form of a conference that would examine pric-
ing, economic, regulation, labor practices and productiv-
ity, transit management and marketing, and the role of 
government. Because we wanted to develop each of these 
areas in some depth and were concerned that a 4 to 5-day 
conference would be too exhausting and would make it 
difficult for participants to choose among workshops, we 
decided to conduct individual 2 to 3-day workshops on 
these five topics and to schedule the workshops sequen-
tially so that people would have an opportunity to partic-
ipate in more than one workshop. Brief summaries of 
the five workshops follow. 

The workshop on urban transportation pricing 
alternatives considered such topics as objectives of 
pricing policies, spatial and temporal aspects, effects 
on revenue and patronage, public attitudes, and barriers 
to implementing pricing innovations. 

The workshop on economic regulation of urban 
public transportation addressed problems of urban public 
transportation to determine how current regulations 
might be amended to facilitate more efficient workable 
public transportation. In addition to a review of current 
federal, state, and local practices and problems and 
the theory of regulation, the workshop considered the 
impacts of removing or curtailing economic regulation 
of public transportation on demand; revenues, services, 
and the interrelationships between deregulation and other 
public policies; and paratransit. 

The workshop on issues of labor relations in urban 
public transportation was designed to identify problems 
in and alternatives to current labor practices, explore 
increased labor involvement in efforts to improve pro-
ductivity and introduce technological innovation, examine 
trends in bargaining and contract arbitration, and eval-
uate the impacts of subsidies and the transition to public 
ownership and operation of transit facilities. 

The workshop on measuring the effectiveness of 
transit marketing considered how public transportation 
can be planned, managed, and operated to provide the 
desired services while remaining financially healthy. 
It included considerations about current and potential 
markets, tailoring services to meet demand, facilitating 
the delivery of information to users, improving ser-
vices, setting fare policies, providing transportation for 
the disadvantaged, and integrating public transportation 
management. 

The workshop on government responsibilities for 
financing efficient urban transportation examined the 
means available to local government to bring about the 
changes recommended in the earlier workshops and 
cited specific examples. A conceptual framework was 
suggested for identifying all the expenditures made on 
transportation facilities and related services by federal, 
state, and local governments as well as public authorities 
and private organizations, on the one hand, and all the 
revenue from the transportation system, including user 
charges, tran sportation- related taxes, and nontrans-
portation contributions, on the other hand. The pattern 
of deficits in different types of services (e.g., bus versus 
rail, peak versus off-peak travel) and expenditures 
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(capital versus operating) was examined, and the 
strengths and weaknesses of the local, state, and federal 
governments were assessed. Local, state, and federal 
sources of revenue for funding deficits were evaluated 
with respect to the size of fiscal resources and adminis-
trative and political considerations (e.g., flexibility, 
degree of government interference and control, and local 
autonomy). 

The agencies that sponsored this study selected TRB 
to conduct these workshops because it could (a) command 
sufficient prestige to attract the best talent; (b) blend  

theory and practice and achieve a balance between 
government, industry, and the academic and research 
communities; and (c).produce a high-quality, state-of-
the-art report that would serve as a resource and would 
be widely disseminated among those concerned with urban 
transportation at all levels of government. 

REFERENCE 

1. J. R. Meyer, J. F. Kain, and M. Wohl. The Urban 
Transportation Problem. Harvard Univ. Press, 
Cambridge, 1965. 



Summary and Conclusions 

It was the purpose of this study to examine the financial 
problems of urban public transportation, particularly 
transit, and to consider how government policies might 
improve economic efficiency and financial viability. In-
dividual workshops were organized to address five prob-
lem areas: urban transportation pricing alternatives, 
economic regulation of urban public transportation, is-
sues of labor relations in urban public transportation, 
measuring the effectiveness of transit marketing, and 
government responsibilities for financing efficient urban 
transportation. 

The study was sponsored by the Office of the Secre-
tary of Transportation, the Federal Highway Adminis-
tration, the Urban Mass Transportation Administration, 
the Environmental Protection Agency, and the Federal 
Energy Administration as a result of these agencies' 
concern about the increasingly severe financial difficul-
ties of urban public transportation and their interest in 
strengthening the industry's ability to contribute to 
achieving national transportation, environmental, and 
energy goals. The study was coordinated by the Trans-
portation Research Board Committee on Taxation, Fi-
nance, and Pricing. 

The workshops did not arrive at specific conclusions 
and recommendations, since the opinions of the partici-
pants on each of the subjects were too divergent. Rather 
each of the more than 200 participants was asked to pre-
sent his or her views either formally or as part of the 
general discussion. The purposes of the workshops were to 
articulate the issues, alternatives, and points on which 
policy decisions must be made rather than to advocate 
a specific policy position. Following are brief sum-
maries of the workshops. 

URBAN TRANSPORTATION PRICING 
ALTERNATIVES 

Economists have long argued that pricing transportation 
services at levels that approximate their economic costs 
would substantially increase economic efficiency and 
improve the performance of transportation systems. 
In the past decade, changes in urban transportation pric-
ing policies, particularly with respect to the automobile, 
have been advocated as a way of reducing congestion, 
air pollution, and energy consumption. 

One means proposed to achieve a more efficient and 
balanced urban transportation system is to restructure 
government subsidies and user fees so as to price the 
transportation system on the basis of marginal costs. 
It has been asserted that marginal-cost pricing would 
improve the efficiency of the highway system, encourage 
a modal balance that would favor transit, reduce unnec-
essary trips, improve air quality, promote energy con- 

servation, and produce much-needed local revenues. 
Strategies that entail or foster marginal-cost pricing in-
clude the use of automobile -restricted areas, automobile-
free zones, increased parking charges, preferential 
treatment for public transportation, reduced off-peak 
transit fares, increased peak-hour transit fares, tolls 
applied only during peak hours, and increased automo-
bile tolls on existing facilities. 

Such strategies have had varying degrees of success, 
and the public response to them is dependent on many 
factors external to the pricing structure. The most 
notable success has been the implementation of a peak-
hour automobile -license system in Singapore. By re-
quiring a high-cost license for entry to automobile-
restricted areas during peak traffic periods, a substan-
tial reduction in automobile traffic in the core area and 
a major shift to transit have been achieved. However, 
because of the low per-capita income and automobile 
ownership, the existing high capacity of the transit sys-
tem, and the government's internal organization, the 
Singapore example is not directly transferrable to U.S. 
cities. 

One of the major problems in implementing road pric-
ing or other traffic control measures in downtown busi-
ness centers has been the potential adverse impacts on 
business and the community. Most older large urban 
centers, where congestion is the worst, are experiencing 
a decline in business and jobs in the central business 
district. Local merchants' associations are fearful that 
congestion pricing will cause an even faster flight to the 
suburbs and are generally against such marginal-cost 
pricing schemes. 

An additional major criticism of congestion pricing 
proposals has been based on the issue of equity. Cur-
rently anyone who owns an automobile has the same op-
portunity and pays the same costs in time delays caused 
by traffic congestion. Marginal-cost pricing would put 
a monetary value on time and would shift the opportunity 
to drive to those who have adequate income to pay the 
congestion costs in money rather than time. To redefine 
transportation efficiency in terms of marginal-cost dol-
lars rather than time thus makes a substantial change 
in what the public has come to consider the right to use 
an automobile, so that the right is in terms of financial 
ability to pay instead of willingness to expend time. 

So far, efforts to conserve energy, improve air 
quality, and reduce peak-hour traffic congestion have 
not become matters of sufficient concern to the voters 
for them to accept the potentially adverse impacts of 
marginal-cost pricing of urban transportation. 

Under favorable conditions, such as those in Singa-
pore, major experiments in congestion pricing do work. 
For U.S. cities, however, a more moderate approach 



seems more acceptable. Transportation pricing tech-
niques that are directed at the users rather than tech-
niques that affect a broader economic and social base 
or policies that require major institutional changes are 
more likely to be implemented. Such transportation 
system management elements as preferential treatment 
of transit, automobile-free malls, and van pools may 
offer a more likely opportunity for improving the urban 
transportation problem in the United States than an 
effort to follow Singapore's lead. 

Before an attempt is made to implement widespread 
congestion pricing in the United States, there is a need 
to reach a much better understanding of the impacts of 
marginal-cost pricing on the transportation system as 
a whole, as well as a need to evaluate not only the costs 
and benefits of congestion-pricing strategies but whom 
they affect and whether they are in accord with our polit-
ical philosophy. 

In light of public and political resistance to marginal-
cost transportation pricing techniques, transportation 
planners must go beyond economic theory to identify the 
adverse distributional, social, political, and institu-
tional impacts in order to achieve their defined objec-
tives of economic efficiency and improvement in envi-
ronmental quality. This would include consideration of 
alternatives to marginal-cost pricing to achieve similar 
objectives. At such atime, provided thepublic is willing 
to accept and the government is willing to pay for ad-
verse impacts and damages from the proposed pricing 
system, a demonstration project that will be transferable 
among U.S. cities would be very valuable. 

ECONOMIC REGULATION OF URBAN 
PUBLIC TRANSPORTATION 

It has been asserted that current economic regulations 
covering urban public transportation no longer perform 
the function for which they were intended. The confer-
ence discussion was limited to economic regulations 
regarding market entry and exit of firms, rates, and 
service requirements, which were initially developed 
when public transit was a privately owned public utility. 

Alter much heated debate, it became apparent to most 
of the participants that total deregulation of transit is 
not a realistic solution. The free and open market con-
ceived by economists does not exist and probably cannot 
exist under today's conditions and institutions. All sides 
agreed, however, that there was need for at least some 
regulatory reform that would permit innovation in transit 
services without permanently jeopardizing or worsening 
the transit industry's or labor's current position. 

The main area in which transit regulatory reform is 
needed appears to be in provisions controlling entry to 
and exit from the market. Because the majority of large 
transit properties are now publicly owned, regulatory 
issues of fares and service requirements are of less in-
tere st. 

The discussions identified several key issues under-
lying the need for regulatory reform. According to 
some participants, regulations need to be amended and 
government assistance provided in order to (a) permit 
experiments with paratransit systems, such as van pool-
ing; (b) include ride sharing in private vehicles without 
making them subject to regulation as common carriers; 
(c) provide for a unified approach to special services for 
the elderly, handicapped, and disadvantaged; and (d) per-
mit experimentation to expand the market for all forms 
of public transportation while at the same time protect-
ing current transit and taxi patronage. 

Under existing regulations, van pools and other 
paratransit services are often considered common car-
riers. Although they offer promise in reducing traffic  

congestion, promoting energy conservation, and im-
proving air quality, such services are often prevented 
from entering the market; if they are permitted to enter 
as common carriers, their costs and operating require-
ments become prohibitive. 

Providing special transportation services to special 
segments of the community for general welfare consider-
ations may adversely affect services currently being 
provided by the private sector or public transit system. 
Both regulatory reform and government financial assis-
tance to existing systems are needed during experimental 
periods to prevent such adverse effects. The concern 
not only involves entry into the market but also whether, 
if the experiments fail, the existing transit industry will 
be required to continue those experimental services at 
a loss. 

A number of paratransit programs that have been 
successful in other countries were discussed. Although 
they have been successful abroad, these services have 
generallynot met the U.S. standards for common carriers 
and they could not be replicated in the United States with-
oUt a reduction in levels of service, wage rates for labor, 
and safety standards. 

Thus, the principal issue is how to provide an oppor-
tunity for experimentation with new forms and techniques 
of public transportation while at the same time (a) pro-
tecting the public in terms of service requirements, 
fares, and safety and (b) protecting existing providers 
of public transportation from competition that might 
destroy or severely damage the existing public transpor-
tation. 

There were frequent allusions during the workshop 
to public transportation as a means of income redistri-
bution. These discussions, however, did not define that 
portion of public transportation that is considered by the 
community as necessary for general welfare purposes 
as opposed to that which should be responsive to demand, 
supply, pricing, and marginal costing based on an open 
market. It also did not consider whether transit sub-
sidies were the appropriate means of income redistribu-
tion. 

As an example of regulatory change to accommodate 
public transportation experimentation, the brokerage 
concept being employed in Knoxville, Tennessee, was 
discussed. Regulations were changed to permit the de-
velopment of van pools and other forms of ride sharing. 
A system was created to match potential public trans-
portation users with appropriate service providers, in-
cluding not only the existing public transportation system 
but also van pools, car pools, private transit, and taxi 
systems, through a common clearing agency. 

Tapping the large segment of nontransit riders ne-
cessitates changes in regUlation. There is great potential 
for reducing traffic congestion, improving environmental 
quality, and conserving energy in ride sharing by those who 
do not use transit for the journey to work. The main 
objective of regulatory reform should be to permit the 
expansion of ride sharing opportunities without causing 
a diversion of existing users of public transportation. 

ISSUES OF LABOR RELATIONS IN 
URBAN PUBLIC TRANSPORTATION 

Labor expenses represent more than 65 percent of tran-
sit operating costs. One way to alleviate the financial 
problems facing urban public transportation is to improve 
labor productivity, thereby reducing the proportion of 
operating deficits that is due to high wages. 

The past 15 years has seen a decline in transit rider-
ship of about 60 percent and a decline in the number of 
transit employees of 36 percent. During this time there 
has been a major transfer of the industry to public 



ownership. Through federal, state, and local funding 
of transit services, transit labor has been able to in-
crease its wage scale in comparison with that of local 
industry. However, public ownership and subsidy have 
caused concern that increased public funding will be used 
to increase wages at the expense of improving the service 
to the public. 

The workshop therefore addressed a number of key 
issues related to labor relations and how they ultimately 
affect funding. Among the topics discussed were (a) 
need for labor data, (b) labor productivity, (c) collective 
bargaining, (d) paratransit, (e) political impacts, and 
(f) employee protection. 

Evaluation of the efficient use of governmental sub-
sidies for transit requires accurate data on labor pro-
ductivity. Transit labor and management maintain 
separate data files that are used for respective benefit 
in the collective-bargaining process. Both sides are 
apprehensive about the creation of a national data file, 
since it may not only be used to judge transit manage-
ment efficiency but may also evolve into a basis for 
national standards of collective bargaining on wages and 
working conditions. Representatives of state and local 
governments are also concerned about this possibility. 

The legal consequences to labor of the transfer of 
transit to public ownership were discussed. The future 
status of collective bargaining and the right to strike as 
public-transit employees are uncertain. 

The discussions of labor productivity raised issues 
of how to measure it, who has control over elements 
that affect it, and who receives the benefits. In a declin-
ing industry in which route length and levels of service 
are largely determined by political and social objectives 
and in which service is sensitive to peaking problems, 
labor was concerned that low labor productivity will be 
blamed for the decline when in fact labor has little con-
trol over key elements in improving productivity. At 
the same time, management alleged that current labor 
practices and job security prevented major improve-
ments in productivity rates. 

It became apparent that the selection of measures of 
productivity varied according to the point of view and the 
objectives that were to be accomplished. There is no 
simple answer to the question of how the necessary public 
funding for the social objectives of public transportation 
can be provided while avoiding the possibility of its being 
used instead to increase wage rates or perpetuate poor 
transit management. The question of whether unproduc-
tive scheduling, route expansion, and guarantees to labor 
regarding job security and working conditions can be 
alleviated by performance criteria (rather than by an 
arbitrary formula for providing governmental subsidies) 
was left unresolved. Although discussions of labor pro-
ductivity center around split shifts, part-time employees, 
and the pairing of driving and off-duty jobs, the issues 
are much more fundamental. 

Another major question yet to be resolved relates to 
collective bargaining and the budget. If tax funds are 
used to make up transit deficits, are there sufficient 
inducements for management to bargain as vigorously 
as it does in the private market, where profits are at 
stake? There may be, if the bargainers are the same 
officials who must raise taxes; otherwise, there probably 
are not. 

Two other unresolved issues are (a) how collective 
bargaining changes when management changes from pri-
vate to public and (b) how this affects all public employ-
ees, particularly in regard to restrictions on the right to 
strike and mandated arbitration. Can collective bargaining, 
which in private enterprise is conducted behind closed 
doors, operate in public view among rapidly changing 
parties that have divergent points of view? 

It was pointed out that bargaining in the public sector 
now involves not only bargaining but also lobbying, elec-
tioneering, exhorting, and politicking in an environment 
that lacks continuity. Furthermore, since there are 
often several political jurisdictions involved in the bar-
gaining process, there may be a multiplicity of manage-
ment objectives and a fragmenting of responsibilities 
that clouds accountability to the electorate. 

The question of divergent objectives was raised re-
garding labor's rights and protections not only at the 
local and state level, where multiple jurisdictions are 
involved, but also at the federal level. Part of the Urban 
Mass Transportation Act was aimed at providing job 
security for transit labor and creation of new jobs as a 
condition of federal subsidies. Legislation authorizing 
the use of federal funds for nonconventional public trans-
portation now raises a contradiction regarding labor's 
rights, especially if such new systems are used to reduce 
the number of jobs or degrade the conditions of work on 
the existing transit system. 

A final concern was voiced by both labor and manage-
ment about a movement toward national collective bar-
gaining on wages and working conditions. 

MEASUHING THE EFFECTIVENESS OF 
TRANSIT MARKETING 

The workshop on transit marketing took the form of a 
discussion of the state of the art of technical problems 
and issues, particularly the assertion that marketing 
can affect transit finance by increasing its revenues. 
Discussions were also held on current topics in market 
research, product planning and development, sales com-
munication, and sales training. 

These discussions led to a general consensus that to 
date, even among better managed systems, marketing 
experiments have been only marginally successful in 
attracting new riders. It was also indicated that, al-
though some untapped markets (and markets for uncon-
ventional services) have been identified, their potential 
can only be reached at considerable cost and with further 
requirements for governmental financial support. It 
appears that most transit systems are reaching their 
financial limits in providing peak-hour commuting ser-
vice and, although it is desirable to increase the use of 
public transit for journeys to and from work, the most 
realistic potential for marketing lies in increasing off-
peak, weekend, and holiday use of transit. 

There has been some success in attracting existing tran-
sit users for other off-peak trip purposes. Target market-
ingto specific segments of the community has proven sub-
stantially more successful than mass marketing pro-
grams. Representatives of the transit properties in at-
tendance conducted a considerable exchange of informa-
tion about marketing programs, including the use of 
advertising and promotion programs, market identifica-
tion techniques, and improving transit's image through 
sales training of operators and public service campaigns. 

Three groups need to be targeted for marketing pro-
grams. First, the transit user must be encouraged to 
use the system for work, recreation, and shopping pur-
poses in order to provide a constant ridership base. 
Second, the community at large, the majority of whom 
will never be transit users, must be convinced of the 
need for and value of public transportation so that taxes 
are available to fund costs not covered through the fare 
box. Third, the transit system's employees—the bus 
drivers and conductors who daily meet the public and 
are the first-line image of transit—must have high 
morale, be enthusiastic, and be able to project this to 
the riders and to the community. 

All those in attendance at the workshop agreed on 



the need for sharing and comparing data on market-
ing management. A major problem facing marketing 
management is the lack of agreement on goals for public 
transportation. Should marketing contribute to the gen-
eral welfare by providing transportation services for 
those who do not have ready access to automobiles, or 
is its aim to get people out of their automobiles? To 
what extent should ridership be considered in scheduling 
and route selection, 'and to what extent should services 
be balanced on the basis of local government's financial 
contribution? Obviously all of these elements are in-
volved. Without positive singular direction, how does 
marketing management develop a balanced program? 

GOVERNMENT RESPONSIBILITIES FOR 
FINANCING EFFICIENT URBAN 
TRANS PORT ATION 

Since 1970 there has been a growing reliance on public 
sources for funding urban mass transportation opera-
tions. Transit costs have increased at more than twice 
the rate of inflation, while operating revenues have in-
creased at only half the rate of inflation. In 1970 oper-
ating revenues covered 91 percent of operating costs, 
but by 1976 this had declined to 56 percent; the difference 
was primarily made up by local, state, and federal sub-
sidies. Since it is public policy that fares not bear the 
full burden of costs, operating deficits have increased 
more than 800 percent from 1970 to 1976. The propor-
tionate share covered by local governments has been 
declining so that state and federal governments now 
provide approximately 50 percent of the operating def-
icit. 

Prospects for the future indicate that there may not 
be a substantial increase in the level of federal and state 
subsidies to keep pace with the growing deficits. Oper-
ating and capital subsidies have been justified in part on 
the basis of social benefits. Such social benefits will be 
reexamined, especially where subsidies favor higher in-
come families. The local share in funding deficits will 
have to be increased. There will also have to be a re-
examination of urban public transportation systems to 
determine whether some of the problems can be relieved 
by a change in system design and the inauguration of al-
ternative transportation services. 

The workshop addressed ways of reducing costs and 
increasing revenues and discussed the consequences of 
various funding structures. The incentive to cut costs 
and increase productivity declined when there was a shift 
from the private, profit- oriented firm to public ownership. 
Cost reductions and productivity improvements will come 
through the many small improvements that were listed by 
several participants at the workshop: Personnel manage-
ment and improved labor relations; improved scheduling, 
routing, and service; and better management of plant and 
equipment must be evaluated in cost-reduction efforts. 

New mixes in labor and equipment must be considered, 
Conventional transit may be emphasized in fixed-route, 
high-density, line-haul operations, while other forms of 
transportation may be applied in collector and low-
density operations. If costs continue to escalate without 
a matching increase in revenues, the service cutting 
that occurred under private ownership will reoccur under 
public ownership. 

In facing the need to increase revenues, transit 
authorities will have to reexamine the fare structure. 
Since the period of public takeover, fare levels have not 
kept pace with inflation. Experiments with low fares 
(based on social benefits) have led to a growing belief 
that fares should pay a percentage of costs, perhaps 30 
to 40 percent, and should follow inflation. However, it 
was recognized that setting fares is a local decision  

that is based on specific local (rather than national) 
considerations. Although fare structure and management 
efficiency are local concerns, if state and federal funds 
are to continue to be provided, there should be a measure 
of local effort in funding. Federal and state funds should 
not reward poor management or lack of local contribution. 

Sources of additional revenues were considered.' Us-
ing joint development projects as a fund-raising device 
was marginally effective in certain circumstances. The 
device of shifting both capital and operating costs to other 
levels of, government has become a common method of 
funding since 1970. Transit authorities have shifted 
costs to local governments, which have shifted them to 
the state and federal governments. This trend may be 
reversed in the future, and local government will have 
to look to other sources of local revenues to meet in-
creased future deficits. Possible sources of additional 
local revenues are property and special benefit taxes, 
regional sales taxes, and regional gasoline taxes. Such 
taxes generate substantial revenues and cover the metro-
politan region, but they raise questions about the distri-
bution of benefits in relation to sources of revenues. 

The effect of fund structure on providing financial aid 
to lower levels of government was discussed. Although 
block grants provide the receiving government with great 
flexibility in the use of funds, they do not guarantee the 
grantor that funds will be used for a specific purpose. 
Because they are disbursed on a formula basis, it is 
difficult to amass the capital necessary in any given year 
for large transit construction projects. Block grants 
may provide money not in proportion to the problem but 
rather on the basis of political equity. It was suggested 
that categorical grants with flexibility to meet local con-
ditions may continue to be the primary fund structure in 
the future. 

There was substantial discussion about the decision-
making structure that affects transit finance. While 
there is a need for regional urban planning and decision 
making, the political structure in most regions is split 
among a number of jurisdictions within the metropolitan 
area. As a result, regional planning agencies are being 
invested with programing and funding decisions that are 
contested by the states and local political bodies. When 
the problems are regional and the political structure is 
sectional, there is danger that both federal grants-in-aid 
and planning requirements will strain the local political 
process. 

CONCLUSIONS 

The financial difficulties of urban public transportation 
in U.S. cities are a symptom of transit's declining health 
and performance over the past several decades. The 
bases for these decreases in ridership and revenues and 
increases in costs were precipitated by forces outside 
the transit industry, but the acceleration of these trends 
is at least partly the result of choices made within the 
industry. The decision to provide financial assistance 
was made by government. After local, state, and fed-
eral assistance programs were initiated, they developed 
a momentum of their own and contributed to the escalat-
ing costs and deficits. 

Now that transit is largely a service provided by the 
public sector, it is viewed as a public service. Transit 
is often compared to fire and police protection; it is re-
garded as essential, and consequently must be provided 
irrespective of its cost. Local elected officials find 
they must make decisions affecting groups whose inter-
ests are irreconcilable: Transit riders want services 
malntalned (or extended) and fares held constant (or 
lowered); taxpayers, the primary source of local rev-
enues, don't want to see their taxes increased; and tran- 



sit employees want higher wages, even if productivity 
does not increase. Because transit is provided by local 
government, these—and other—groups expect to have a 
voice in these decisions. 

Unlike other public services, urban public transpor-
tation is not a natural monopoly; it has not been since 
the motor vehicle came into use in the early 1900s. Con-
sequently, there are alternatives available, and most 
urban travelers now find the alternatives superior to 
transit. 

This study was undertaken to identify the forces in 
the urban transportation market that determine how  

consumers and producers of urban transportation ser-
vices jointly determine what services will be produced 
and what the rewards will be to sellers of transportation 
services. If urban areas are to continue to have public 
transportation, the future will have to see maj or innova-
tions. This will mean removing current impediments 
to designing and funding a system that will be responsive 
to the needs of users as well as reflective of public (tax-
payers') values and aspirations. The future of urban 
public transportation will ultimately be decided at the 
ballot box and not by planners, bureaucrats, or transit 
operators. 



Part 1 
Urban Transportation 
Pricing Alternatives 



The Role of Price in the Urban 
Transportation Market 
Charles A. Hedges, U.S. Department of Transportation 

There appears to be general agreement about the major 
factors that contribute to the present financial distress 
of urban transportation, but we seldom use an economic 
framework to isolate the sources of the market failure 
and to consider their combined effects on the market 
performance of the transit industry. In this paper, I 
will use the concepts of industrial organization to relate 
the characteristics of market structure and conduct in 
urban transportation to the poor market performance. 
The source of market failure of primary concern to this 
workshop— price -cost distortions— will then be singled 
out for particular emphasis. 

TRANSIT LOSSES: A CASE OF 
MARKET FAILURE 

How to achieve sale, convenient, efficient, and finan-
cially sound urban transportation has been a major con-
cern for transportation professionals and elected offi-
cials at all levels of government since shortly alter 
World War H. During this period the tradition of federal 
noninvolvement in urban transportation was abandoned, 
and large amounts of federal funds were allocated for the-
planning and construction of urban highways, rail tran-
sit, and bus systems. In spite of these investments and 
of the development of sophisticated urban transportation 
planning methodologies, public transportation service 
has generally declined as financial distress became the 
rule in the public transportation industry. In fact, there 
appears to have been an inverse relation between the 
amount of federal aid provided and the deterioration of 
the service. It is now accepted almost without question 
that both operating and capital subsidies will be neces-
sary if public transportation is to survive. 

Chronic deficits, or negative rates of return, indicate 
poor market performance. The financial condition of 
urban public transportation— and virtually all for-hire 
transportation with the exception of the taxicab and inter-
city bus and motor freight—is symptomatic of our under-
standing and our treatment of the market environment 
in which transportation decisions are made and trans-
portation services are produced, bought, and sold. The 
market is a very delicate mechanism that serves as a 
communication system and coordinates the actions of 
thousands or millions of individuals in a given metropol- 

itan area. As consumers, these individuals make trans-
portation and other decisions on the basis of their in-
comes, their preferences, the alternatives available to 
them, and the prices of these alternatives. Similarly, 
the producers of transportation and other services must 
make decisions concerning what to produce, when, where, 
how, and how much on the basis of the demands for their 
services, their costs, and the constraints under which 
they operate. 

In situations in which the market response is sensitive 
to consumers' demands, prices represent the economic 
costs, productive factors can be combined in different 
proportions and transferred among uses with relative 
ease, and decision makers have easy access to informa-
tion concerning product quality, alternatives, prices and 
costs, workable or reasonably satisfactory market per-
formance results. Such workable performance exists in 
a wide range of goods and services, particularly such 
consumer items as clothing, small appliances, and many 
foods. Although the prices of these items are frequently 
regarded as too high and the goods may not be produced 
under conditions of perfect competition, they are not 
generally regarded as major problem areas. If the mar-
ket performance in urban transportation were satisfac-
tory, it would mean in principle that 

There would be a range of alternatives available 
to potential trip makers; 

Prices would be efficient, in the sense that they 
would be equal to the economic costs of providing the 
services, and equitable, in that they would represent 
value to the users as indicated by willingness and ability 
to pay; 

The services would be produced efficiently, i.e., 
at the minimum cost consistent with the type of service 
demanded; 

The suppliers of transportation services would tend 
to receive a normal (i.e., competitive) rate of return; 

Suppliers would respond quickly to changes in de-
mand by expanding or contracting services as a result 
of changes in tastes, incomes, origins and destinations, 
and so on; and• 

There would be some degree of innovation and ser-
vice improvement over time as the suppliers of transpor-
tation services competed with each other for customers. 
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In contrast, the performance of the urban transpor-
tation market can usually be described as follows: 

Potential trip makers, whether in the inner city 
or in the suburbs, frequently have poor or no access to 
transit and must choose between the private automobile 
and the taxicab for at least a portion of the trip; 

Prices, at least during peak periods, are not 
usually efficient because they are less than the social 
costs of the services for both the automobile and for 
transit (but particularly for the former), and they tend 
to be inequitable because charges to the user are regres-
sive with respect to income and there are significant 
direct subsidies and cross-subsidies (again, more pro-
nounced for the automobile); 

Because of external costs for automobile travel 
and the rigidness of regulatory and labor policies in 
public transportation, costs are not minimized and the 
services are not produced as efficiently as they might 
be; 

Rates of return tend to be below normal for most 
transit companies but above normal for many taxicab 
companies (particularly when there are high barriers to 
entry for taxis); 

Transit companies have been notoriously slow to 
change routes and schedules, sometimes remaining 
virtually the same in cities for decades in spite of 
changes in demand, while new opportunities in suburban 
areas are not exploited; and 

The rate of innovation has been painfully slow, 
particularly before federal assistance became available, 
and has not been consistent with developments by the 
chief competitor, the automobile. 

The chief market imperfections— the basic causes of 
the poor performance in the urban transportation 
market— are the following. 

Price-cost distortions—There are substantial 
external costs to other road users and to the community 
in the form of congestion, accidents, air pollution, and 
noise costs that individual drivers do not consider be-
cause they are not confronted with these costs. Munic-
ipal services to motor vehicles are heavily subsidized 
by property and sales taxes, and commuters typically 
pay no parking charge or pay a rate that is not commen-
surate with the opportunity cost of the space. The 
methods of payment further distort perceived costs. 
The fixed costs of the automobile and use of credit cards 
and checks to pay for operating costs lead people to 
underestimate the costs of driving in comparison to 
travel by transit, which frequently requires exact 
change. Both automobile and transit peak-hour users 
are cross-subsidized by off-peak users. On a 
passenger-kilometer basis, transit fares tend to be 
related inversely to the length of the trip. 

Economic regulations— Restrictions on routes, 
schedules, fares, initiation and termination of service, 
service areas, and profits impose severe limitations 
on transit operators. Some types of services—princi-
pally jitney— may be outlawed altogether. These regu-
lations restrict competition and stifle incentives and 
innovation. The customer is the principal loser. 

Labor work rules and collective bargaining—
Labor practices that require that drivers be paid on the 
basis of 40 hours of work a week with provisions for 
overtime pay for 2 to 4 hours a day of productive ser-
vice for the majority of drivers create higher operating 
costs in the face of few opportunities to increase labor 
productivity in the present environment. Agreements 
that link the wage scales of one union to those of others 
and the labor protection requirements of the 1964 Urban 

Mass Transportation Act exacerbate the situation. 
Transit management and marketing—With some 

notable exceptions, the transit industry has not been able 
to attract top managerial talent. The art and science of 
management lags far behind that in other industries of 
comparable scale. Efforts to market the service have 
been weak and ineffectual, particularly when compared 
with those on behalf of the automobile. 

Government programs— Programs administered 
at all levels of'government have conferred much greater 
benefits on private than on public transportation. Aid 
programs have been biased toward the automobile in 
terms of the amounts of funds available and the required 
local matching ratios. At least until recently, the trans-
portation planning process has been automobile oriented. 
Automobile owners are permitted to deduct fuel tax 
payments in calculating their federal income taxes. 
Taxes on transit company earnings and property have 
also tended to place them at a disadvantage vis--vis 
their major competitor, the private automobile. 

WHY PRICING? 

Except for the advocates of free (i.e., zero-fare) transit, 
there are few who question the need to price public trans-
portation. Some method must be used to obtain the nec-
essary revenue to cover expenses. Whether fares should 
cover both fixed and variable costs or only variable 
costs has only become an issue rather recently. Before 
World War II, transit was seen as an enterprise that 
offered the opportunity to make at least a normal profit, 
and the fare box was expected to cover total costs over 
the long run, although rates might be set below the aver-
age variable cost in the short run in order to minimize 
losses. 

Beginning in the 1950s, economists began to urge that 
automobile trips, particularly during peak hours, be 
priced according to marginal cost rather than average 
cost (the level drivers perceive in terms of their oper-
ating and time costs) in order to get drivers to take into 
account the external congestion costs they impose on the 
total stream of traffic. Since a driver's marginal cost 
exceeds his average cost when traffic density is suffi-
ciently high for vehicles to interfere with one another 
and cause average speed to fall, a price or toll equal to 
the difference between marginal and average costs 
would be necessary to satisfy the classical condition for 
economic efficiency, i.e., price = marginal cost. The 
problem was first seen as a rationing one; without a 
toll, the equilibrium volume would be too large and 
would result in a marginal cost in excess of the price. 
With the appropriate toll, the drivers' average costs 
would equal the social marginal costs, and a smaller 
and more efficient volume would result. This basic 
argument was expanded in the later 1950s and 1960s to 
achieve an optimum allocation of resources over the 
long run when capacity is variable (i.e., no fixed costs) 
and employed the theory of peak-load pricing that had 
been developed and successfully used for certain utili-
ties, particularly thermoelectric power. 

Within the past several years, transportation plan-
ners and traffic engineers have become interested in 
price as an instrument of traffic control. As the em-
phasis has shifted from normative economics concerned 
with the conditions of achieving an optimum allocation 
of resources to the use of price as a means of traffic 
restraint in the management of the urban transportation 
system, the interests of the economist, the planner, and 
the engineer have converged. From a transportation 
system management (TSM) perspective, experience has 
shown that providing alternatives to the private auto-
mobile is a necessary but not a sufficient condition to 
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induce a significant proportion of automobile commuters 
to abandon (or share) their cars or to change their time 
of travel. Thus, the most pragmatic reason for charging 
motor vehicles higher prices is to permit the TSM plan 
to succeed, since an essential element of the plan is to 
make additional street and highway capacity available 
for high-occupancy modes and to provide them with pri-
ority treatment in order to permit them to travel at the 
highest speeds consistent with safety and the design 
characteristics of the system. 

In addition to making it possible for the TSM program 
to perform at levels that are consistent with its poten-
tial, there are a number of other reasons for advocating 
the pricing of roads on a more economic basis: 

Pricing makes the costs of travel more explicit 
and places both the individual and the community in a 
better position to make trade-offs between different 
transport alternatives. 

Pricing gives users of the system a greater range 
of choice than they would have if the automobile were 
banned in certain areas (e.g., in automobile -free zones), 
since anyone willing to pay the higher price can travel toany 
destination he or she chooses under a pricing scheme 
or under conditions of heavy congestion (the driver could 
pay the price and drive with less congestion, an option 
he or she does not currently have). 

Prices are flexible and can initially be set rela-
tively low and subsequently raised to the levels neces-
sary to achieve the levels of service specified in the TSM 
plan. 

Pricing encourages choices that will facilitate the 
implementation of the other components of the TSM plan. 
In the short run it will discourage peak-hour vehicle 
travel, encourage car pooling, stimulate transit demand, 
encourage freight vehicles to avoid the peak hours, and 
make it safer and more pleasant for pedestrians and 
bicyclists. In the long run it will encourage develop-
mental patterns that will reduce the length of commuting 
trips. 

Pricing will provide a valuable source of revenue 
that may be used to finance other components of the TSM 
plan, particularly transit and paratransit operating costs 
or additional highway capacity if demand proves adequate. 
The potential revenue in the Los Angeles Basin from 
peak-hour pricing is estimated conservatively at $450 
million per year. Charging commercial parking rates 
to federal employees in Washington, D.C., would provide 
at least $10 million per year. 

Pricing would greatly assist urban transportation 
planning by providing much better information about the 
value people place on different types of service and what 
types of system changes—particularly capital-intensive 
programs— are necessary over the long run. 

ANOMALIES IN PRICING URBAN 
TRANSPORTATION SERVICES 

The pricing practices that have evolved in urban trans-
portation are rather startling. We live in what is es-
sentially a market (or at least a mixed) economy. The 
market system, the "invisible hand," and the use of 
the dollar vote to determine the answers to basic eco-
nomic questions (with price occupying the central role) 
are all generally taken for granted. It is part of our 
heritage and as American as apple pie. We advocate the 
use of price to ration supply and to guide the allocation 
of resources in national transportation policy statements 
as well as in textbooks at virtually all levels of educa-
tion. Furthermore, we urge it on our Russian counter-
parts as the best solution to some of the transportation 
problems they face. 

We are generally satisfied with the results of market 
performance when the market functions in a competitive 
manner and price is allowed to perform its proper role. 
We know how to price services according to marginal 
costs when there are peak loads and intermittent demands 
and have observed the advantages of such pricing schemes 
with respect to market performance (i.e., in terms of 
price versus cost of the product, quality of the service, 
responsiveness to changes in demand, progressiveness 
in terms of improving the quality of the product and re-
ducing costs, and providing a normal rate of return), 
e.g., rates for seasonal tourist services, off-season and 
evening travel fares (particularly in air travel), and 
telephone and electric services. 

Both the theory and the technology are available to 
price urban transportation services at levels that are 
commensurate with their economic costs. The theory is 
straightforward and was laid out clearly by William 
Vickrey when he testified before Congress in 1959 (1). 
The technique can be sophisticated, e.g., toll collections 
by automatic vehicle monitoring systems like those cur-
rently in use in New York Port Authority buses, or ex-
tremely simple, e.g., parking surcharges for commuters, 
as advocated by the U.S. Department of Transportation 
(DOT) and the Environmental Protection Agency (EPA), 
or supplementary licenses for peak travel in the central 
business district (CBD) (as actually practiced now in 
Singapore). Yet we have been willing to tolerate a situa-
tion in urban transportation in which failure to make use 
of this mechanism has been a principal cause of what we 
frequently consider intolerable conditions— stop-and-go 
traffic during the journey to work— and a major contrib-
utor to the present financial dilemma of public trans-
portation. Pricing can be a powerful tool to achieve en-
vironmental and energy goals as well as transportation 
goals. 

Fortunately, there are now some grounds for opti-
mism. Pricing has emerged from the underworld of 
economics and is now regarded as a legitimate tool. The 
effort we have undertaken here is a positive step. More 
significant is the success of Singapore's supplementary 
licensing scheme in reducing peak travel into the CBD 
without the feared negative consequences. I suspect that, 
prior to the energy crisis, very few of us would have 
thought that in 1975 DOT would include pricing in the TSM 
program and attempt to initiate a pricing demonstration 
during the U.S. Bicentennial (which is also the bicenten-
nial of the publication of Adam Smith's Wealth of 
Nations). 

Each of the sponsors of this study— the Federal Energy 
Administration, EPA, the Urban Mass Transportation Ad-
ministration, the Federal Highway Administration, and the 
Office of the Secretary of Transportation— is committed 
to the goal of more efficient and viable urban transpor-
tation. In our policies and our programs, we are placing 
increasing emphasis on more rational pricing of trans-
portation services in order to create the necessary en-
vironment for improved urban transportation and to 
further the goals of our specific agencies. We anticipate 
that this workshop can help us answer a number of im-
portant questions: 

What has been learned from recent experience, spe-
cifically in Singapore, where supplementary licensing was 
implemented, and in London and Caracas, where it was 
planned but not implemented? What have been the recent 
developments in pricing; which other cities in the world 
are considering it and in what form? What should be the 
main emphasis in the United States? How can a local 
pricing scheme be tailored to achieve multiple goals—
improved transportation services, better environmental 
quality, and conservation of energy? Are there trade-
offs among these goals? Who should be the major actors 
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in a pricing demonstration (or demonstrations) in the 
United States, and how can dialogue among them be 
achieved? What should be the priorities for research 
and development? How can we proceed incrementally, 
and what should be the first steps? What should be the 
roles of the federal, state, and local governments in 
implementing urban transportation pricing changes? 
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The Office of Service and Methods Demonstrations in the 
Office of Transportation Management and Demonstrations 
is involved in demonstrating concepts in numerous func-
tional areas, including priority techniques for surface 
transit operations, innovations in paratransit, methods 
to improve service for the transit dependent, and trans-
portation pricing policies to encourage the use of high-
occupancy modes of travel. This paper presents a de-
scription of the transportation pricing program. 

The overall goal of this program is to reduce severe 
traffic congestion in urban areas and to improve the 
environment by encouraging use of the public transpor-
tation system. These goals are being pursued by pro-
moting pricing strategies that directly improve the per-
formance of the public transit system, i.e., speed, pro-
ductivity, or reliability, and by using disincentives that 
discourage the use of low-occupancy modes of travel. 

TYPES OF DEMONSTRATIONS 

All the pricing demonstrations now being planned are of 
an experimental nature and are intended to develop and 
test new and unproven pricing policies that merit wide-
spread use. The driving force behind these demonstra-
tions is the desire to learn about the relationship between 
various pricing strategies in relation to the basic trans.-
portation options for travelers and the reactions of the 
many sectors of the transportation market. 

At present, two general categories of demonstrations 
are being considered for implementation. The first 
consists of pricing measures that will discourage the use 
of low-occupancy vehicles. Concepts tested in these 
demonstrations affect the cost of low-occupancy modes, 
decreasing their attractiveness in comparison with the 
public transit system. The major effort in this category 
involves a supplementary license scheme that is used 
to charge low-occupancy vehicles for driving in highly 
congested areas, but this is only one of many potential  

pricing approaches of interest. Consideration will be 
given to other collateral measures, such as corridor 
pricing and establishment of parking surcharges. 

In the second category, pricing strategies are used as 
a means to achieve positive rider attitude and support 
toward the public transportation system and to increase 
its ridership and productivity. Included are demonstra-
tions to investigate major transit pricing issues ranging 
from pricing of various transit services for different 
user groups and mechanisms for prepayment of fares to 
the complete elimination of fares. 

These demonstrations provide a real challenge since 
it may be very difficult to gain acceptance for many of 
the pricing policies planned for study. The pricing mea-
sures almed at reducing use of the automobile will un-
doubtedly meet strong opposition from local special in-
terest groups; a special effort will have to be made to 
communicate to local concerns the potential advantages 
of such a concept. It may be difficult to obtain local tax 
resources to support pricing incentives to use transit, 
e.g., low fares, and pricing policies to more completely 
cover the cost of certain premium transit services, e.g., 
dial-a-ride and subscription and express services, also 
may have considerable difficulty gaining local political 
acceptance. 

Fare-Free Transit Demonstrations 

Title 2 of the National Mass Transportation Assistance 
Act of 1974 provides for the "research and development, 
establishment, and operation of demonstration projects 
to determine the feasibility of fare-free transit." The 
Urban Mass Transportation Administration (UMTA) is 
therefore studying the concept of fare-free transit with 
the ultimate objective of designing a demonstration pro-
gram to evaluate all the basic issues associated with 
setting fare levels for public transportation. 

The definition of fare-free transit ranges from the 
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complete abolition of fares on a permanent systemwide 
basis to such variations as the elimination of fares for 
a specific time of day, for a specific user group, by 
sectors or routes of an urban area, or as a special or 
promotional device to acquaint new riders with the tran-
sit system in the hope of retaining their patronage. 

The objective of a demonstration of fare-free transit 
is to provide empirical knowledge about the market 
response to fare elimination and about the costs and ef-
ficiency of providing free transit. Important questions 
to be answered include: Is there a substantial ridership 
increase, and is this ridership diverted from the auto-
mobile? Are there net savings in costs from the elim-
ination of fare collection, handling, counting, and in-
surance costs? What are some possible means of fi-
nancing free transit? Are there any impacts on the 
transportation system as a whole? What population 
groups benefit from fare-free service and to what de-
gree? 

During fiscal years 1974 and 1975, demonstration 
program funds were used to collect data from locally 
sponsored low-fare efforts and to study the basic issues 
regarding transit pricing policies. Limited funds from 
title 2 have been appropriated and are being used during 
fiscal year 1976 to design an experimental program for 
the further investigation of issues involved in pricing 
transportation, to support limited experimentation in 
this area, and to support numerous activities related to 
the fare-free concept. 

The experimental program is now under development. 
General program objectives and the types of experiments 
to be implemented will be delineated. Plans will be 
made and carried out for the selection of sites, including 
solicitation of interest, development of questionnaires 
to obtain site-specific information, and the performance 
of case studies. Analysis and evaluation procedures 
will also be suggested, including the delineation of per-
formance measures and preferred analysis methodolo-
gies. 

Plans are also in progress to implement an off-peak, 
systemwide fare-free transit demonstration in the city 
of Trenton, New Jersey (Mercer County). This limited 
demonstration will provide the opportunity to study the 
basic technical issues of fare-free transit as they are 
related to off-peak service and to provide the basis for 
making future comparisons for peak and off-peak fare 
reductions. 

One activity associated with fare-free demonstrations 
and the experiments involving price and service varia-
tions described in the next section is the monitoring and 
analysis of the San Diego Transit System. An investiga-
tion is being conducted to determine demand response 
to transit service and fare changes among varying mar-
ket segments and to identify the diversion from other 
modes of travel. A simultaneous-equation model of 
transit ridership and costs is being developed. This 
model will have universal application and will be capable 
of providing estimates of changes in ridership and costs 
that would occur if certain fare and service changes were 
implemented. This model will be valuable in the de-
tailed planning of a complete range of fare experiments, 
including fare-free demonstrations. 

Demonstrations of Price and 
Service Variations 

Associated with the activities related to fare-free transit 
are a series of demonstrations on price and service 
variations. Part of the title 2 funds are being used to 
develop an experimental program with regular demon-
stration program funds budgeted for this activity in fiscal 
year 1977. 

The basic objective of this demonstration is to test 
and evaluate the effect of various price and service vari-
ations on ridership. It will then be possible to provide 
transit operators with information regarding the relative 
importance of numerous price and service strategies and 
to identify the improvements that yield significant in-
crease in transit ridership and productivity. This infor-
mation should help public transportation agencies that 
are undergoing improvement and expansion programs to 
better present transit as a desirable alternative to the 
automobile. 

The demonstration of price and service variations 
consists of performing timely changes to selected levels 
of service and pricing policies. The experiment will 
identify the price and service levels that cause signifi-
cant increases in transit ridership, especially if such 
increases come from previous automobile users. Also, 
limiting levels that do not cause any further increase in 
ridership or productivity will be identified. An overall 
evaluation will be made of the effect of these price and 
service changes on increasing mobility for various sec-
tors of the transportation market. 

Some of the price and service variations that may be 
considered affect fares, waiting and riding times, fleet 
size, door-to-door accessibility, and comfort and con-
venience factors. Isolated and incremental reductions 
in fare could be used to obtain demand elasticities for 
different fare levels. Improvements in travel time and 
frequency of service can be obtained by increasing the 
number of vehicles and operating them in skip-stop or 
express service during selected hours. Door-to-door 
accessibility can be increased by providing a prebooking 
and route-deviation service, by establishing a network 
of minibus stops or terminals located at strategic points 
in residential areas, or by providing a feeder service 
to the main lines by using paratransit. Comfort and con-
venience can be improved by introducing vehicles that 
are aesthetically attractive, clean, temperature con-
trolled, and more spacious and that have better seat de-
sign. 

This project will require special cooperation between 
the recipient, transit operator, and evaluation contrac-
tor. It will involve service changes that will alter the 
usual operating procedures of the transit agency and the 
traveling habits of the users. A good public information 
program will be able to make the transit and nontransit 
market aware of the demonstration's objectives and ser-
vice changes. This program can ensure timely percep-
tion of the demonstration's operational changes that will 
be critical in the evaluation and duration of the demon-
stration. 

Prepaid Pass Demonstration 

Another method designed to increase the convenience of 
the public transportation system and, it is hoped, induce 
an increase in transit ridership is to offer a variety of 
prepayment schemes to the users. Novel payment mech-
anisms not only offer operational advantages over the 
traditional cash fare but also help transit compete more 
favorably with the automobile. 

Accordingly, UMTA has initiated a project to study 
the numerous forms of prepayment mechanisms that have 
been implemented within the transit industry during the 
last 30 years. A cost-benefit analysis is being made to 
determine the net cost of prepaid pass programs in com-
parison with the cost of the same transit systems with 
conventional fares. This project will provide the transit 
industry with a summary of the most promising prepay-
ment practices. Prepaid pass programs worthy of 
further study or demonstration will be identified, and 
potential sites for a demonstration will be recommended. 
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Congestion Pricing Demonstrations 

Congestion pricing involves the charging of a fare to 
drivers of low-occupancy vehicles for operating in highly 
congested sections of an urban area. In the demonstra-
tion, a congested area of the city would be designated 
an area of experiment during certain hours of heavy 
travel. Private automobile drivers who wish to travel 
in the designated area during the congestion periods 
would be required to purchase a special license and dis-
play it prominently. At the same time, improvements 
in public transportation would be initiated to compensate 
for the effects of restrained automobile use. A wide 
range of specific improvement measures would be needed 
to ensure that travelers affected by the higher charges 
on cars would have acceptable alternative means of travel. 
The package will include measures to encourage car 
pooling, van pooling, shared taxis, and the expansion of 
bus service. 

The specific objectives of a demonstration of conges-
tion pricing are to reduce congestion, increase vehicle 
occupancy, and generally improve the urban public trans-
portation system. It should be pointed out that the proj - 
ect generates revenue that could be used initially to off-
set project costs. If the concept were adopted for wide 
application by state or local governments, these revenues 
could be used to satisfy local transportation or other 
public improvement goals. 

The National Science Foundation was the first group 
to take interest in the congestion pricing approach as a 
means to reduce congestion and improve public trans-
portation performance. Through its support, a study on 
the concept was completed more than a year ago; the 
results favored continuation of site-specific demonstra-
tion planning. Realizing the potential of this approach, 
the Office of Service and Methods Demonstrations then 
took the lead by continuing to support research on this 
concept in order to disseminate information regarding 
the key issues and to eventually design a demonstration 
that would address the practical problems of implemen-
tation mechanisms, costs, probable impacts, and public 
transportation improvements. 

The Office of Service and Methods Demonstrations 
has been actively involved in this area since July 1974. 
Early in the technical development phase, an advisory 
panel was established to provide guidance. The panel, 
which first met in April 1975, is composed of represen-
tatives from several government agencies and private 
concerns that are interested in the areas of mass trans-
portation, energy, and the environment. 

The technical development work generally includes 
(a) development of a descriptive paper addressed to 
policy makers that deals with the key issues of road 
pricing; (b) development of planning and implementation 
procedures that cover all the political, administrative, 
and technical considerations that will have to be resolved 
before a city can implement a congestion pricing scheme; 

development of preliminary sketch design procedures 
to be applied in a case study evaluation of selected cities; 

development of analysis and evaluation procedures, 
including survey instruments and types of analysis; (e) 
development of a site selection process from the initial 
delineation of site selection criteria to the selection of 
final sites; and (f) case study application of five selected 
sites and development of a detailed demonstration design 
for two or three sites. This concept will be ready for 
demonstrating during fiscal year 1977. Regular UMTA 
and Federal Highway Administration (FHWA) program 
resources will be used, supplemented with fiscal year 

1977 demonstration program funds. 
Site selection criteria that give an indication of the 

level of congestion in a city have been established, and 
preliminary screening and selection of the potential 
candidate cities have been made. Eleven cities have been 
initially selected to receive a letter from the Secretary 
of Transportation inviting their participation in a conges-
tion pricing demonstration. Preliminary sketch designs 
will be made for approximately three to five cities and 
actual implementation is expected in at least one city. 

In cooperation with the Office of the Secretary of 
Transportation, - FHWA, and the Environmental Protection 
Agency, UMTA is now evaluating Singapore's congestion 
pricing scheme. Singapore implemented a supplementary 
license scheme in June 1975 to charge vehicles for the 
use of its highly congested downtown area. This work is 
of particular interest because it will provide an analysis 
and evaluation of the impacts of the pricing scheme as 
well as an understanding of the social, economic, and 
institutional environment that made implementation pos-
sible. 

UMTA has also initiated a study to determine the po-
tential of parking policies for reducing the use of low-
occupancy vehicles in highly congested city centers. This 
study will summarize recent experience in this area and 
will point out the advantages and disadvantages of imple-
menting different parking policies. The study will de-
lineate types of trips and the portion of total urban travel 
that may be affected. It will discuss difficulties in im-
plementing certain policies and questions of enforcement 
and will point out political and institutional forces that 
have limited the wide adoption of parking policies. The 
final product will be a recommendation of parking strat-
egies that need to be studied or demonstrated further. 

DIRECTION OF THE PROGRAM 

As noted, the transportation pricing activities are in 
their embryo stage; most demonstration concepts are 
still in the technical development phase rather than in 
actual operation. This is seen as a modest beginning in 
the broad range of pricing concepts that can be demon-
strated to provide disincentives for automobiles and in-
centives for transit in order to achieve our objectives of 
increasing transit vehicle productivity and improving 
transit service reliability. Thus, the program is con-
tinually searching for innovative pricing concepts and is 
receptive to innovative ideas from the transportation 
community. 

As a first step, UMTA plans to expand the congestion 
pricing effort in order to study and evaluate other pricing 
alternatives that are available to meet program objec-
tives. As noted previously, the question of parking 
charges will be reviewed, and a close look will be taken 
at the most promising parking strategies to discourage 
use of the automobile during peak periods. An investi-
gation will also be made into corridor and spot pricing 
to deal with specific types of congestion problems. 

In the area of transit incentives, there are many price 
and service improvements that should be investigated 
through experimental demonstrations. Initially, an 
attempt will be made to investigate these independently 
so that knowledge of their relative effectiveness can be 
gained. Following this, attention will be given to the 
concept of an integrated demonstration in which a package 
of price and service improvements, coupled with other 
marketing or transportation system management ele-
ments, can be implemented. 
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Our analyses of urban transportation problems and pric-
ing strategy have for the most part been only incidentally 
expressed in terms of space and their intimate relations 
with the rest of the urban system. There has been, for 
example, widespread but perfunctory recognition that 
road and transit pricing strategies should extend to en-
compass the many side effects on land use patterns, 
delivery of public services, and other dimensions of the 
full city. But there has been no mention of what a vig-
orous and socially responsible transportation pricing 
policy would require in governmental reorganization. 
Is some form of general regional government—beyond 
the minimal regional transportation authority— critical 
to the serious business of containing or softening these 
many side effects? The impact of downtown congestion 
pricing on, say, the relocation of offices or retail trade 
(the tax base) is not nearly so serious if there is region-
wide pooling of the nonresidential tax base (as in the 
Twin Cities). Would the road pricing advocate be pre-
pared to levy tolls before consolidated local government 
had been achieved or only after that unlikely event? A 
corollary of this is that there is a need to bring many 
complementary policies along more or less evenly so 
that the price edge does not get too far out front. 

Our urban systems analysis has not only been thin 
but largely unidirectional: How will an urban transpor-
tation strategy affect other parts of the city? We have 
not discussed how other policies would touch transpor-
tation or how transportation investments, service pat-
terns, and prices could assist in fulfilling other objec-
tives. Urban transportation is primarily a means to 
other ends. If, for example, we move toward rent sup-
plement programs in low-income housing and speed the 
filtering down of housing, we face, sooner than we are 
prepared to, the movement of poor working families 
into low-density, early postwar housing on very small 
lots. If there are two wage earners going off to work 
in different directions, this could pose an access prob-
lem considerably more demanding than the one we now 
face. Neither low-density transit nor two old cars per 
household seems to offer a neat solution. In short, 
from a transportation standpoint, such a housing situa-
tion may not wear well, especially if this should prove 
to be an age of energy shortages or air pollution alerts, 
either of which makes movement by automobile expen-
sive. 

It may be useful to make different sets of assumptions 
about surrounding policies as an integral part of any 
given transportation exercise. Otherwise, a study makes 
implicit assumptions about other interacting policies. 

Although there has been general agreement that rev-
enue raised by automobile tolls could logically be di-
verted to the support of public transportation and that 
this might even be politically feasible in modest amounts,  

there has been a prevailing mood of pessimism that tran-
sit deficits could be kept modest. Perhaps we need to 
coordinate our pricing policy with a complementary land 
use strategy. We could, for example, increase frequency 
of service and keep deficits down by contracting the 
spatial extent of the transit system—by abandoning lines. 
If this were slowly and carefully done, one might in fact 
argue that, in exchange for limited subsidies from the 
motorist, the hard residue of transit users should be 
willing to put up with the inconvenience of relocating near 
the revamped high-quality thin system. Sophisticated 
land use planning should be able to ensure the availability 
of low-income housing sites for a lesser subsidy than 
that required to run a nearly empty too-big transit sys-
tem. Most cities could provide a wide variety of origins 
and destinations— a good representative sample of urban 
choice— along a few well-chosen key routes. Barring 
a severe gasoline shortage or an air poUution crisis, we 
probably cannot deliver on both transit quality and quan-
tity (extent), and concentrating on quality could be better 
if the program is well designed and if relocation is well 
managed. 

Our discussions here made little or no mention of the 
impact that the slowing rate of population growth might 
have on congestion and the need for stern road pricing 
policies. Certainly part of the urban traffic problem is 
due to the lag in the supply of transportation facilities 
during a period of both rapid natural increase and a 
heavy rate of rural to urban migration. Will a slowing 
of both elements of urban growth so reduce the traffic 
problem that lesser (mild) measures will suffice? At 
the least, most eastern and midwestern metropolitan 
areas have not grown (in population) since 1970 and their 
central cities have been losing population since 1955; 
many have already lost one-quarter to one-third of their 
peak population. 

Another strong trend that seemed to have been missed 
in our dominant concern with the peak-hour commuting 
trip is the rising share of urban movement accounted for 
by recreation, social, and shopping trips, all more dis-
persed in destination and time than the journey to work. 
Again, the affluent motorist fares well here, and it is 
ease of access of the nonmotorist that is most at issue. 

The urban system that dominated our deliberations 
was closed at the level of the metropolitan area. But the 
options of the die-hard motorist may extend well beyond 
these narrow spatial bounds. He may choose to not pay 
an automobile toll, take the bus, or move near his work 
but may instead leave the big city and relocate in a small 
metropolitan area or an even smaller place. The semi-
skilled blue-collar worker may choose to hold onto his 
car and exercise his prerogative to drive at almost any 
cost. And the cost may be small or the choice could in 
fact become a gain, if his manufacturing work were also 
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in the process of seeking lower costs in smaller places. 
Routine manfacturing probably does not need the elabo-
rate infrastructure (external economies) of large metro-
politan areas; at least they are a net loss when the higher 
land rents or higher transportation costs are considered. 
Assuming that blue-collar workers most often prefer 
smaller metropolitan areas (or big towns) and given that 

manufacturing activity creates low-density population 
patterns and dispersive trips, the automobile is rela-
tively efficient in smaller places. Transit is difficult 
to arrange and support in a manufacturing area of any 
size, but a smaller area is probably no worse. Part of 
the resolution of the urban transportation problem may 
lie in relocations within the national system of cities. 

Why Price Urban Transportation Services? 

James R. Nelson, Amherst College 

In order to try to strike a balance for myself between 
economics and the environment, I would like to begin 
with a list of the assumptions that underlie the prescrip-
tion to price any service and particularly to price the 
marginal unit or incremental quantity of any such service 
at the marginal or incremental cost of supplying it. 
Note that the strongest case for assigning any price pre-
supposes determining the economically efficient price. 
To the extent that achieving such an economically effi-
cient price is impossible, there is at least a less bad 
case for no price at all. But first, I shall briefly de-
scribe the assumptions that underlie the prescription of 
an economically efficient price. 

Not only is there no free lunch—which would ap-
pear to be the most forbidding way to put a familiar eco-
nomic proposition— there isn't even any free relish. 
Consumers as a whole must therefore pay, one way or 
another, whether they realize it or not, and the last 
freeloader, or the last freerider, must add an extra con-
cealed payment load onto himself or everyone else un-
less, in fact, the marginal cost of what he is consuming 
is zero. Please note that the marginal cost may, at 
least in principle, be zero even if the total and average 
costs are substantial. 

The foundations of economic analysis are the firm 
and the family, and economists do not like to be bothered 
with complications like holding companies and open mar-
riages. This permits them to simplify problems of ex-
treme complexity by postulating independence in place 
of interdependence but to bypass it when required by the 
situation in discussions of the causal or motivational 
aspects of economics. But the principle of independence 
tends to be employed in situations in which there are 
presumably the greatest benefits for the ultimate con-
sumers. 

Efficiency is not the same as equity or social 
justice. If duly elected representatives wish to take 
from the rich and give to the poor—or vice versa— the 
process of such a redistribution is political even though 
some of the consequences may be economic, in the sense 
that they impair or improve future efficiency. But even 
the redistributional process has one economic aspect: 
The idea of economic efficiency points toward the idea 
that incomes should be taxed, and incomes should be 
subsidized—not just particular sources of income or 
consumption patterns. 

The economics of location, like all economics, 
is relative or comparative rather than absolute. The 
economic importance of any site is related to the eco- 

nomic importance of all other sites in ways that are only 
partially elucidated by the most complex of gravity 
models. And both the where and the when of transporta-
tion economics have a double meaning: The issue in-
volves not merely where you are or where you want to 
be but both origin and destination as a form of movement and 
not as a palr of locations; the when involves not merely 
the timing of the beginning of a movement or the timing 
of the end of it but the duration of time elapsed between 
being at the origin and being at the destination. More-
over, transportation does not involve automatic reciproc-
ity— rush hours involving the central business district 
are not balanced, like a funicular railway, by equal 
rushes in the opposite direction— and transportation 
equipment cannot be consumed, like the last breakfast 
roll, somewhere between origin and destination. Hence 
both the where and the when have directional overtones 
and are often associated with backhaul problems. So 
transportation not only involves costs in a general sense; 
it also involves special costs that are responsive to 
specialized demand characteristics and that are likely 
to show up to different degrees and in different forms in 
different communities, along different transport corri-
dors, or in different transport environments. 

In moving from the general economic principles 
sketched in the first two points and the general inappli-
cability of economic principles noted in the third, we go 
from general explanations like "there is no such thing 
as a free lunch" to specific considerations of "what kind 
of cafeteria is this?" And, as any visitor to a strange 
cafeteria knows full well, the first question is not neces-
sarily "what does it cost" but "how do I manage to get 
what I really want, without being overwhelmed by cottage 
cheese ?" 

At this point, we must progress beyond the stern con-
fines of general economic principles, exploring two 
questions: First, is there ever an economic case (not a 
political or sociological case but a case based on eco-
nomic efficiency) for any kind of transport subsidies? 
Second, are there ever circumstances in which this case 
may be pushed all the way to economic (not political or 
sociological) advocacy of a free ride if not a free lunch? 

TRANSPORT SUBSIDIES IN GENERAL 

The obvious arguments for transport subsidies have al-
ready been disqualified by the rules of the game. Aid to 
the aged, the handicapped, and the disinherited is ruled 
out because (a) such aid is based on premises of equity 
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or social justice and is thus disqualified in a contest 
played exclusively by the rules of economic efficiency 
and (b) even if an economic case could be made on behalf 
of these disadvantaged groups, the principles of mar-
ginal cost and independence, already cited in the first 
and second points above, would rule out special trans-
port subsidies. 

The case is not as simple when one considers not the 
aged or the disinherited but the handicapped. A dispro-
portionate share of this group is likely to suffer from 
below-average incomes. But the difficulty here is the 
existence of a special need for transportation, which can-
not be supplied by customary go-it-alone methods. If 
this general difficulty is combined with the problem of 
inadequate income, the question then becomes: How can 
general income supplements be awarded to these doubly 
needy people as if they had a normal demand for normal 
kinds of transportation, when in fact they have an ab-
normal demand for transportation or a demand for ab-
normal forms of it, in the sense that they need forms 
that a free market would refuse to provide? And if they 
are given special income supplements in recognition of 
their special transportation needs or ability to avall 
themselves of unsubsidized supplies, how is this special 
income supplement to be prevented from breaching the 
principle of "From each according to his ability; to each 
according to his need"? Government budgetary officials 
decry earmarked taxes on the ground that they transgress 
the principle of the integrity of the government budget. 
Does not an earmarked subsidy, whether in the form of 
food stamps or special transportation ald, transgress 
the principle of the integrity of the consumer's budget? 

Having turned a stony face toward the most meritori-
ous potential recipients of subsidies, let us now look 
inquiringly at the general environment of urban transport 
subsidies. The traditional purpose of transport subsidies 
in the United States was to overcome the problems of 
sparse and scattered populations or of populations sep-
arated by great tracts of deserted and inhospitable coun-
try. It has been said that the first transcontinental rail-
roads were built from where nobody lived to where no-
body wanted to live, and of course they were built with 
important federal subsidies. The history of transport 
subsidies in the United States has been one of attention 
to intercity not intracity transport and of special local 
attention to rural inhabitants, in the form of rural free 
mall delivery, farm-to-market roads, and so on. Per-
haps the best symbol of the change, and of the contro-
versy it is causing, is the school bus. Free transporta-
tion was viewed with enthusiasm as long as it stayed in 
the country and was associated with the establishment 
of larger and presumably better schools; it is viewed 
with increasing suspicion now that it has come to town 
and lost its direct association with educational improve-
ment. 

So the first step in coming to terms with the general 
environment is to attempt a reversal of the traditional 
government role in transportation—from the economics 
of the sparse to the economics of the dense and from 
alleviating loneliness to alleviating congestion. Since 
about three-quarters of the national population now lives 
in metropolitan areas, this turnabout should not be—and 
in general has not been— too difficult politically. But 
exactly what is it supposed to accomplish economically? 
For a long time, interest was concentrated on an issue 
that either had no economic meaning or had an economic 
meaning few people were willing to elucidate, i.e., the 
belief that capital subsidies were less likely than operat-
ing subsidies to be gobbled up by low labor productivity 
or rising wages. Thus attention was drawn to the ques-
tion of the type of expenditure for which federal ald was 
to be granted. This tended to bypass much more impor- 

tant questions about the type of demand, type of de-
mander, geographical location of origin and destination, 
or time of day or week at which service was or might 
be demanded. The instrumental issue of capital grants 
versus operating grants is essentially administrative; 
the final question of ultimate benefit from such grants is 
essentially economic— and still largely in the shadow of 
the administrative foreground. 

This point is so obvious that it need not be labored. 
All cities, including American cities, were once like 
tents. They contalned one or more focal points with ra-
dials in the form of public transport facilities (and real 
estate values) extending out until transport facilities, 
real estate values, and population densities all reached 
or approached the ground. The tent has not yet collapsed, 
and perhaps it never will. But the Big Top is no longer 
as big as it once was in relation to the sideshows; and 
the canvas on the Big Top has tended to droop just where 
it once was highest. Thus the nice correlations among 
growth of a metropolitan area, growth of its central city, 
growth of real estate values in that central city, growth 
of demand for public transportation, and at least potential 
corresponding growth in demand for subsidized transpor-
tation and the wherewithal to supply it have been rudely 
disturbed. 

We have now reached a stage that has two alarming 
properties. The first is that, for political and perhaps 
also for economic reasons, it is becoming difficult or 
impossible to preserve the integrity of the central city 
by impairing access to it by people who travel in non-
public conveyances. As long as the central business dis-
trict was the mecca, downtown merchants could view 
punitively high parking fees with secret equanimity as 
well as public outrage. Now, with the parking lots 
threatening to crowd out the merchants in any case, there 
is simply not enough locational rent— economic surplus 
derived from geographic location— left in many downtown 
areas to justify righting the balance solely by penalizing 
the private transport side. It does not follow, of course, 
that what is good for downtown department stores is good 
for the country, but here we have a political and at least 
possibly an economic case for some urban transport 
subsidies. Central business districts used to perform 
three separate functions: They served, they served in a 
diversified way, and they were ready to serve. Service, 
as such, does not create a city. But both readiness to 
serve and diversification go some distance toward such 
a creation. How, then, can we retain both the readiness 
and the diversification without at least some service? 
And may not transport subsidies help to extend the de-
mand for such service? 

The second alarming property of American urban living 
is that in the United States, unlike many other parts of 
the world, the worst poverty, decay, and joblessness 
occur in an inner-city belt. There is no district named 
Bidonville within the historic limits of Paris, although 
there are a number of such districts at the edges; London 
still manages to confine much of its urban poverty to the 
East End, with the poverty deepening for some distance 
as one proceeds eastward; and so on. If a newly arrived 
Martian were to try to guess which country had suffered 
most from the bombing of urban sites in World War H, 
he would almost certainly choose the United States. The 
point of city living is propinquity, but the essence of 
American city living is increasing distance—first in 
space and, more recently, even in time. 

Not all of these two difficulties can be traced to the 
automobile. The second, in particular, remains a mys-
tery tinged almost with pathos: Block after block of 
slums, in one northeastern city after another in the 
United States, is the neglected monument to the specula-
tions of the 1920s.   And certainly not all—if indeed any— 
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of the consequences of these difficulties can be cured 
by any form of transportation short of the kind of magic 
carpet that would presumably empty cities completely. 
But is it possible that something can be done by using 
transit subsidies? If so, what kinds of companion mea-
sures might be appropriate if transport subsidies are 
to achieve anything? 

In terms of the hard-boiled economics of the supply 
side, possible beneficiaries may be grouped in five ob-
vious categories: those who are not yet working; those 
who are capable of working but for economic or social 
reasons would rather be doing something else; those 
who are no longer working; those who are potentially 
working but are, in fact, unemployed; and, finally, those 
who are working. 

Schoolchildren will be bypassed in this discussion, 
on the basis that they have already received at least 
enough free transport attention. Those who are no 
longer working cannot, however, be dismissed so easily. 
A city is the costliest place of residence for a person 
on public assistance, especially a northern city in the 
United States. For reasons having largely to do with the 
history both of American federalism and of the relative 
awakening of social conscience and the wherewithal to 
do something about it, we have achieved the following 
paradox: Those who can more or less afford to retire 
to costly places instead retire to cheap climates and 
often to cheap places within those climates; those who 
cannot afford to retire to cheap places have instead re-
tired in costly places. These places are becoming 
costly not only in terms of money but also in terms of 
amenities and even, for some areas, in terms of per-
sonal security. Local transportation, by itself, can do 
very little toward the solution of a problem that can only 
be approached by long-distance transportation. 

As for those who are capable of working but would 
rather be doing something else (including working at 
hard and disagreeable household tasks without receiving 
any wages for the work), they appear on the transport 
scene in a number of different ways— as shoppers, as 
audiences at public performances of various kinds, as 
beneficiaries of public amenities, and so on. The prob-
lem they create for public transportation is manifold. 
They tend, on the average, to live farther and farther 
from the city center; as always, their numbers are 
weighted by relative incomes, and there is a distinct 
negative correlation between the degree to which they 
find the central city desirable as measured by this in-
come and their inclination to take public transportation, 
at a zero price or any other. If they were persuaded to 
use public transportation, the demand elasticity would 
probably be related to service rather than to price. If 
there is to be free transportation for any of this capable-
of -working group, it will probably be limited to shop-
pers' or theatergoers' specials that cruise between park-
ing lot and parking lot. 

This process of elimination brings us to the very 
broad category, particularly in terms of transportation 
demand, of those who are capable of working and are 
in fact at work. It also brings us to a fluctuating cate-
gory that has certain prevailing characteristics of age, 
marital status, and race and that is composed of poten-
tial workers who are not actually working. What started 
out as a section about transportation subsidies in general 
now turns out to be about both transportation subsidies 
in particular and transportation subsidies to very broad 
particular groups. To sharpen the issues, let us pursue 
both of these last two groups into the range of free 
transportation. Please note that in this discussion 
"free" is used in a paradoxical and restrictive way. 
It is used only to indicate that some aspect of transpor-
tation is free. It is not meant to imply that transporta- 

tion should be added to the classic Roman promise of 
bread and circuses. 

TRANSPORTATION SUBSIDIES RELATED 
TO FREE TRANSPORTATION 

This section will not go so far as to refer to transporta-
tion subsidies that compel, or even permit, free trans-
portation. Instead we will use subsidy and free in a quite 
disjunctive way to indicate situations in which there are, 
in fact, subsidies and free transportation is, in fact, 
performed. In other words, the question is: Assuming 
that you are going to subsidize anyway, to at least some 
degree, is there any possible aspect of free transporta-
tion that could maximize the benefit to be derived from 
a given subsidy? 

The two most likely candidates for this kind of free-
dom appear to be marginal free transportation and dif-
ferential free transportation. One form of marginal 
free transportation is already so familar, if not indeed 
so obsolete, that any reference to it at this late date may 
seem almost embarrassing. This form of marginal free 
transportation relates to transportation rate structures 
that permit extra rides to be taken at no extra cost to 
the user— the old-fashioned weekly pass. Somewhere 
along the way, American urban transportation came to 
worship false gods: Extra distance became free, while 
extra rides (or even the same ride using two or more 
conveyances or modes) were charged for at an extra and 
often constant marginal price. Any rider of Capital 
Transit in its heyday will remember the aggravations of 
Monday morning, as streetcar and bus conductors were 
forced to make change for every passenger who came 
aboard. But these same riders will also remember the 
ease and rapidity with which new riders were welcomed 
aboard at all other times of the week. The weekly pass 
was doubtless killed by a number of things, such as the 
decline of Saturday work. But the process of its extinc-
tion coincided with a number of other factors that should 
have revived it— electronic devices for validating passes 
without direct inspection by drivers, introduction of the 
exact change rule, increases in the value of time of both 
riders and drivers, an increased desire by commercial 
establishments situated along rapid transit lines to sell 
passes in order to maintain ridership that originated and 
terminated near their premises, and so forth. The 
weekly pass has failed; it should be revived, and it could 
in fact be revived in multiple forms, e.g., rush hour 
only, off hours only, or all times of day. Public trans-
portation units do not come in neat, individual-customer-
sized bites. Therefore it is by no means axiomatic that 
demanders should be charged for the service on the 
basis of an illusory and time-consuming constant mar-
ginal charge. 

Differential free transportation is entirely different 
in its motivation and should be at least somewhat dif-
ferent in its effects. There is first the problem of dif-
ferential free anything— including free education— it 
attempts to do too much or to do the wrong thing. Urban 
renewal was supposed to be the answer to the problems 
of American cities in the first era of postwar optimism. 
The idea was an excellent one, derived from a famous 
line in America the Beautiful— "Thine alabaster cities 
gleam undimmed by human tears." The result, in 
hyper -renewed areas like those in New Haven, Connect-
icut, has been that alabaster cities gleam undimmed by 
human anything. The second attempt proposed education 
as the answer because, of all categories of govern-
ment expenditure, education addresses its public most 
directly and at this public's most impressionable age. 
But, although the educational process has been embel-
lished with extra features suitable for the production of 
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better citizens and other worthwhile social purposes, its 
basic foundations have not been strengthened. The net 
result has been that far more people are being educated, 
in the sense that they are officially registered as attend-
ing school, while there appears to be considerably less 
depth to education today and no perceptible increase in 
social graces, amenities, or conscience. 

So let us be warned by these two examples. Urban 
transportation essentially has a humble and limited 
scope. At most, it can get people to work more rapidly; 
perhaps it can do so more comfortably or more cheaply. 

Let us now proceed to a discussion of differential 
free transportation. One possible application has to do 
with the exceptionally intractable problem of matching 
unemployed inner-city teenagers with extramural jobs. 
This problem would appear to lie beyond the scope of 
any kind of public transportation, taken by itself, any-
where in the country. So the best we can hope for is a 
modest contribution that, if abetted by far more impor-
tant contributions from such areas as education and per-
haps even subsidized wages, might achieve something 
important. The difficulty is that the oldest cities have 
the best articulated public transportation systems and 
perhaps even some linearity in the geographical configu-
ration of new employment opportunities. But Route 128 
is scarcely a subway line, and New York has now reached 
the point at which the total number of jobs in the entire 
metropolitan area appears to be stationary or declining. 
To design a job-creating free public transportation sys-
tem for an existing city might be as difficult as designing 
a whole new city. 

The differential free transportation approach to the 
suburban job problem has a number of positive attri-
butes, not the least of which are the negative attributes 
of the obvious alternatives. The quasi-alternative of 
busing school children does not appear to be gaining 
ground and would run up against the absurdity of forcing 
those of the tenderest years to spend the most time on 
a bus even if it were gaining. By definition, the poor 
are going to find it hard to live in the suburbs, including 
the middle-class suburbs in which new jobs often open 
up fastest. For the kind of footloose industry that is 
becoming increasingly prevalent in and around American 
metropolitan areas, the sine qua non for office location, 
at least, is probably the personal convenience of a rather 
restricted group of executives. The inner-city poor 
obtain few jobs in such offices or in such industries. 
Meanwhile, public transport vehicles now run back from 
central cities nearly empty, or even deadhead, in order 
to concentrate on the main rush-hour directional flow. 

It would, of course, be naive to suppose that filling 
empty seats on the backhaul would make such transport 
nearly free, in the cost sense. Any such arrangement 
takes time that is very precious in rush hours, and 
arrangements that would fit the inner-city supply to the  

possible outward-bound demand would take even more 
time. So the service that would be required would not 
be a free service. 

It would also be naive to assume that free counter-
current public transportation could operate as a substi-
tute for moving a number of the young and employable 
from the geographical area where they are to the geo-
graphical area where they ought to be. But, since many 
of them should move in any case, this apparent neutral-
ity may actually be an advantage. 

SOME CONCLUSIONS 

For an economist, the question that is the topic of this 
paper— why price transportation services ?—seems 
rhetorical and the answer sell-evident—why not? On 
the other hand, no economist can be unaware that we are 
moving away from subsidized isolation to subsidized con-
gestion. If the only urban problem were congestion, as 
such, this kind of subsidy would appear to be self-
defeating: Why add to the major urban problem by using 
scarce resources to enhance it? But the concentric city 
of the nineteenth century is evolving into the eccentric 
city (e.g., Los Angeles) of the twentieth; for reasons 
having to do with everything from smog to job locations, 
this increase in structural amorphousness is creating 
new problems that neither unsubsidized mass urban 
transport nor any of the other traditional methods for 
civilizing a city can cope with in traditional fashion. 

The first consequence is already with us, in the form 
of large and increasing subsidies for urban mass trans-
port. This inevitably leads to the question: If subsidies 
are going to be paid anyway, why not make the whole 
service free? 

If this discussion has reached any conclusion at all, 
it might be stated thus: Don't expect one gun, e.g., free 
transportation or any other specific form of economic 
promotion, to win the whole war. Some progress in this 
direction may be made by marginal free urban transport 
and differential free urban transport. The former is by 
no means new and the latter by no means earthshaking, 
but, taken together, they point toward the idea that 
any kind of specific analysis of what urban mass trans-
portation is trying to accomplish— what markets it serves 
and might serve and how both of these attributes tie into 
the preservation of jobs as well as the amenities of urban 
living— is better than what is developing otherwise. The 
urban bloc is taking over from the farm bloc as the great 
unharnessed political force in America. Unlike the farm 
bloc, it does not yet have any very clear idea of what it 
should be after; more importantly, it does not relate 
whatever government subsidies cities may receive to any 
improvement in their economic efficiencies. Both defi-
ciencies should be remedied. 
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Pricing policies designed to control the use of the auto-
mobile have traditionally been discussed in the context 
of congestion relief. It is argued (1,2) that motorists 
who use congested facilities do not fully pay for the de-
lays they impose on others. If motorists were made to 
pay for these delays through the application of appro-
priate pricing measures, the demand for the use of con-
gested roadways would decrease, congestion would be 
reduced, and the efficiency of the transportation system 
would be improved. 

In recent years, two additional automobile -related 
problems that might be alleviated, or possibly solved, 
through the use of appropriate pricing measures have 
been recognized. These problems are excessive emis-
sions of air pollutants by automobiles and excessive 
energy consumption by automobiles (3, 4, 52  6, 7, 8). From 
a theoretical viewpoint, it can be argued that motorists 
are not assessed the full social costs of the air pollution 
they cause and the energy they consume. If emissions 
and gasoline were priced appropriately, motorists would 
adjust their behavior so as to cause less air pollution 
and use less gasoline. From a practical viewpoint, the 
argument is more straightforward: If polluting the air 
and consuming gasoline were made to cost more, people 
probably would travel by car less or buy cars with lower 
levels of emissions and better fuel economy or both. In 
either case the results would be beneficial to air quality 
and energy conservation. 

Although pricing measures can contribute to the solu-
tions of the problems of congestion, air pollution, and 
energy consumption, it is not necessarily the case that 
the same pricing measures can be used to address all 
three problems. Congestion, pollution, and gasoline 
consumption are different things, and they have, to some 
extent, different physical remedies. for example, 
emissions and energy consumption can be reduced sub-
stantially by changing the design of automobiles. How-
ever, such design changes are not likely to reduce con-
gestion. Moreover, the design changes needed to control 
automobiles' emissions are not necessarily the same as 
the design changes needed to reduce their energy con-
sumption. 

If the physical remedies for congestion, pollution, 
and energy consumption problems differ, then the changes 
in motorists' behavior needed to effect the physical rem-
edies and the pricing measures needed to stimulate the 
behavioral changes may also differ. In the following 
sections of this paper, some of the physical characteris-
tics of the congestion, pollution, and energy consumption 
problems are described, and qualitative implications of 
these characteristics for the design of pricing measures 
are discussed. An illustration of the potential differences 
among the effects of pricing measures designed to remedy 
each of the three automobile -related problems is pre-
sented. Finally, some generally applicable conclusions 
are reached concerning the design of automobile pricing 
measures to reduce congestion, air pollution, and energy 
consumption. 

CONGESTION 

Severe congestion occurs most frequently on roadways 
that serve high-density activity centers and during periods 
of peak travel demand. For example, roadways in and 
around the downtown areas of cities are often badly con-
gested during the morning and afternoon peak periods, 
whereas congestion is less common in the suburbs and 
during off-peak periods. Congestion tends to be a prob-
lem that affects relatively small geographical areas and 
relatively few hours of the day. The downtown areas of 
large cities, for example, typically occupy less than 10 
percent of the surface area of the metropolitan region, 
and the combined duration of the morning and afternoon 
peak periods usually is only 4 to 6 h. 

The physical remedy for congestion is to reduce the 
volume of traffic on congested facilities. This can result 
from any of several changes in motorists' behavior, in-
cluding (a) substituting nonpeak travel for peak-period 
travel; (b) altering routes or destinations so as to avoid 
congested areas; (c) substituting transit, car pools, or 
nonvehicular travel for automobile driving; or (d) forgoing 
trips that are normally made to congested areas. Be-
cause severe congestion occurs at relatively few places 
and times of day, pricing measures to reduce congestion 
should discriminate among geographical areas and times 
of day. Pricing measures applied by means of tolls, 
supplementary licenses, automatic vehicle identification, 
on-vehicle meters, and increases in parking fees can do 
this. Pricing measures applied by such means as gaso-
line taxes affect all travel at all times of day and are 
therefore inappropriate if the sole objective of pricing 
is to reduce congestion. 

AIR POLLUTION 

The two most troublesome automobile -related air pollu-
tants are carbon monoxide (CO) and oxidants. Excessive 
CO concentrations, like congestion, occur principally in 
areas of high traffic density. However, CO tends to be 
a problem during more hours of the day than congestion 
does. Typically, excessive CO concentrations occur as 
violations of the 8-h CO air quality standard, which 
means that the CO concentration averaged over an 8-h 
period is too high. 

Excessive 8-h CO concentrations can be reduced by 
reducing total CO emissions in the affected areas during 
the affected 8-h periods. One way of reducing CO emis-
sions is to reduce automobile traffic in areas in which 
CO concentrations are excessive. Pricing measures to 
achieve the necessary traffic reductions can be imple-
mented by using the pricing techniques appropriate to 
congestion pricing. However, it may be necessary to 
keep the pricing measures in effect during the entire 8-h 
periods of concern rather than during peak periods only. 

Reductions in peak-period traffic will, of course, re-
duce CO emissions during the 8-h periods that include 
the peaks. However, peak-period traffic typically ac-
counts for only about one-third of the total traffic in an 
8-h period that includes a peak (9). Thus, moderate 



22 

reductions in peak-period traffic may have relatively 
minor effects on troublesome CO concentrations. Al-
ternatively, if CO is to be controlled by reducing peak-
period traffic only, very large traffic reductions may 
be needed. Another disadvantage of using only peak-
period traffic controls to reduce 8-h CO concentrations 
is that the controls may encourage the substitution of 
non-peak-period travel for peak-period travel. This 
would cause CO emissions during peak periods to be 
replaced by CO emissions during nonpeak periods. The 
net effect on 8-h CO concentrations could be insignifi-
cant. 

CO emissions can be reduced without reducing traffic 
volumes by changing the design of cars. The use of cars 
with low emission levels in areas in which CO concen-
trations are excessive might be encouraged by taxing 
emissions of CO in areas with high CO concentrations. 
The tax might be assessed by any of the means used for 
congestion pricing. In the short run, motorists might 
respond to the tax by reducing automobile travel to 
areas with high CO concentrations. Thus, in the short 
run, the CO tax would tend to reduce both CO concentra-
tions and congestion. In the long run, the CO tax would 
tend to encourage the accelerated replacement of old 
cars with high emission levels by newer and cleaner 
ones. This would cause the tax to decrease. Although 
the beneficial effects of the tax on CO would endure, the 
effects of the tax on congestion would gradually diminish. 

Oxidants, unlike CO, are not emitted directly by 
automobiles or any other source. Rather, they are the 
product of atmospheric chemical reactions involving 
hydrocarbons (HC) and nitrogen oxides (NOr ). The latter 
substances are emitted by automobiles, among other 
sources. The chemical reactions that produce oxidants 
require at least 3 h to take place and, under appropriate 
conditions, may continue for several days. During this 
period the atmosphere is being mixed by winds and is 
receiving new injections of pollutants from automobiles 
and other sources. Consequently, elevated oxidant con-
centrations tend to occur over entire metropolitan re-
gions rather than in small geographical subareas. More-
over, oxidants are produced by total regional emissions 
of HC and NOx  rather than by emissions in certain sub-
areas or at certain times of day. 

To significantly reduce the automobile's contribution 
to excessive oxidant concentrations, it is necessary to 
significantly reduce regional automobile emissions, 
particularly HC emissions. This can be accomplished 
most effectively through the use of measures that reduce 
automobile travel in the entire metropolitan region or 
that encourage the replacement of cars with high emis-
sion levels by those with low ones. Measures that affect 
only peak-period travel to congested areas and even 
measures that achieve moderate reductions in total daily 
downtown travel, as CO control measures might do, are 
likely to have relatively minor effects on oxidant con-
centrations. Similarly, measures that simply alter the 
temporal distribution of travel or the choice of travel 
routes are unlikely to have significant effects on oxi-
dants. 

The pricing techniques most likely to be effective in 
reducing the automobile's contribution to elevated oxi-
dant concentrations are ones that are applicable over 
broad geographical areas. These may include parking 
taxes, HC emissions taxes, and vehicle metering. They 
are likely to exclude.tolls, supplementary licenses, and 
automatic vehicle identification. Gasoline taxes might 
also constitute an effective approach to controlling oxi-
dants, at least in the short run. In the long run, how-
ever, gasoline taxes would tend to encourage replace-
ment of cars with poor fuel economy by cars with good 
fuel economy. The resulting improvements in fuel econ- 

omy would reduce the effects of the gasoline tax on the 
cost of automobile travel and thus reduce the effects of 
the tax on the demand for automobile travel and on HC 
emissions. 

ENERGY CONSUMPTION 

Energy consumption by automobiles, like production of 
oxidants, is a consequence of total regional travel. 
Thus, with two possible exceptions, pricing measures 
that are effective in reducing the automobile's contribu-
tion to excessive oxidant concentrations are also likely 
to be effective in reducing energy consumption by auto-
mobiles. Conversely, measures that are ineffective for 
oxidant control are likely to be ineffective for reducing 
energy consumption as well. The two possible exceptions 
are the emissions tax and the gasoline tax. The effects 
of an emissions tax on the cost of automobile travel are 
likely to decrease over time as old cars with high levels 
of emissions are replaced by new cars with lower levels 
of emissions. Accordingly, the effects of an emissions 
tax on the demand for automobile travel and on enelgy 
consumption by automobiles are likely to decrease over 
time. On the other hand, it is likely that the long-run 
price elasticity of demand for gasoline is greater than 
the short-run elasticity (7,8). Thus, the beneficial ef-
fects of a gasoline tax on energy consumption are likely 
to increase over time, although the effects of the tax on 
emissions may decrease. 

The qualitative characteristics of the congestion, air 
pollution, and energy consumption problems and of the 
pricing approaches suitable for dealing with these prob-
lems are summarized in Table 1. Quantitative differ-
ences among pricing measures designed to remedy each 
of the three problems are discussed in the next section. 

QUANTITATIVE ILLUSTRATION 

To illustrate the quantitative differences among auto-
mobile pricing measures to alleviate congestion, improve 
air quality, and reduce energy consumption, some ex-
amples of pricing measures have been developed for a 
hypothetical city. The streets in and around the down-
town area of the hypothetical city have a volume -to-
capacity ratio near 1.0 during peak periods. During non-
peak periods between 6:00 a.m. and 8:00 p.m. the 
volume-to-capacity ratio on downtown streets is 0.6. The 
speed-volume relationship on downtown streets is 

= 44.2- 20.1(V/C); 0.6 4 V/C e 1.0 

35.4-5.36(V/C);0 4 V/C 4 0.6 	 (1) 

where 

s = speed (kilometers per hour), 
V = traffic volume (vehicles per hour), and 
C = roadway capacity (vehicles per hour). 

Equation 1 is a piecewise linear approximation of the 
relationship between speed and volume for urban arte-
rials with a 40-km/h (25-mph) speed limit given in the 
Highway Capacity Manual (10). 

The 8-h air quality standard for CO is violated during 
the period from 6:00 a.m. to 2:00 p.m. in the downtown 
area of the hypothetical city. A 20 percent reduction in 
CO emissions from automobiles in the downtown area in 
this period is needed to achieve compliance with the 8-h 
CO standard. In addition, the air quality standard for 
oxidants is violated in the hypothetical city. A 20 per-
cent reduction in daily HC emissions from automobiles 
in the entire metropolitan region is needed to achieve 
the standard for oxidants. 



Table 1. Qualitative characteristics of congestion, air pollution, and energy consumption problems 

Behavioral 
Changes to Appropriate 

Geographical Alleviate the Pricing 
Problem Extent Temporal Extent Problem' Techniques 

Congestion Small areas Morning and evening peak 
periods; and some non- 
peak periods 2, 3, 4 1, 2, 3, 4, 5 

Carbon monoxide Small areas 8-h periods 3, 4, 5 1, 2, 3, 4, 5, 6 
O,ddants Regional All day 4, 5 5, 7, 8 (short run) 
Energy consumption Regional All day 3, 4, 6 4, 5, 7 (short run), 8 

'1 = travel in off-peak periods ,nstead of peak periods, 2 = choose routes or destinations outside the affected area, 3 = switch to high-occupancy 
or nonvetvcular modes, 4 = forgo trips to the affected area, 5 = switch to automobiles with lowe, emissions, 6 = switch to automobiles with 
bette, fuel economy. 

tolls. 2 supplementary licenses, 3 = automatic vehicle identification, 4 = on-vehicle meters, 5 = parking taxes, 6 = carbon monoxide emis-
sions tax, 7 hydrocarbons emissions tax, 8 = gasoline tax. 
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Table 2. Automobile trip lengths and costs in a hypothetical city. 

Downtown Trips 	All Trips in 
Metropolitan 

Item 	 - - 	Peak 	Off Peak 	Region 

Average round-trip length, km 	22,5 	19.3 	16.1 
Average round-trip distance in 

downtown area, km 	 11.3 	11.3 	- 
Average round-trip cost exclu- 

sive of parking', $ 	 1.12 	0.96 	0.80 
Average parking cost per trip, 

$ 	 0.50 	0.25 	0.10 

Note: 1 km 0.62 mile. 
'Automobile operating cost is $0.05/km. 

The relationship between the demand for automobile 
travel and the cost of automobile travel in the city is 

N = Ape 	 (2) 

where 

N = number of automobile driver trips in a given time 
period, 

A = constant, 
p = average cost of a round trip, and 
e = price elasticity of demand for automobile travel. 

It is assumed that e = -0.5. The value of travel time is 
assumed to be $3.00/h. 

The relationship between gasoline consumption by 
automobiles and the price of gasoline in the hypothetical 
city is 

GBg' 	 (3) 

where 

G = daily gasoline consumption by automobiles, 
B = constant, 
g = price per liter of gasoline, and 
d m  price elasticity of demand for gasoline. 

Peak-period travel accounts for one-third of the CO 
emissions from automobiles in the downtown area from 
6:00 a.m. to 2:00 p.m. Downtown peak-period travel 
is responsible for 15 percent of the daily HC emissions 
and fuel consumption by automobiles in the metropolitan 
region. Non-peak-period downtown travel between 6:00 
a.m. and 8:00 p.m. causes 16 percent of the daily HC 
emissions and fuel consumption by automobiles in the 
metropolitan region. The lengths and costs of auto-
mobile trips in the city are shown in'Table 2. 

If the ratio of volume to capacity on downtown streets 

is assumed to be proportional to the total volume of 
downtown travel, then the optimal downtown congestion 
charge is given by 

p=ZR(dT/dR) 	 (4) 

where 

Pu = congestion charge (dollars per kilometer), 
Z = value of time, 
R = volume -to -capacity ratio on downtown streets, and 
T = travel time per kilometer. 

Equations 1, 2, and 4 determine the value of Px'  In the 
case of the hypothetical city, the appropriate congestion 
charge is 7 cents/km (ii cents/mile) during peak periods 
and 2 cents/km (3 cents/mile) during nonpeak periods 
between 6:00 a.m. and 8:00 p.m. These charges are 
equivalent to 77 cents per peak-period round trip and 21 
cents per non-peak-period round trip. The charges re-
duce downtown traffic by 17 percent in peak periods and 
8 percent in nonpeak periods. Average travel speeds 
increase 3 km/h (2 mph) in peak periods and negligibly 
in nonpeak periods. 

The effects of the congestion charges on air quality 
and fuel consumption depend on what happens to the trips 
that are tolled off the road. In this illustration it is 
assumed that such trips switch to the use of car pools 
or transit if the trips have origins or destinations in the 
downtown area. Tolled-off trips through the downtown 
are assumed to detour to alternative routes or destina-
tions. However, to keep the illustration relatively sim-
ple, it is assumed that such detours have negligible ef-
fects on emissions and fuel consumption. 

On the basis of these assumptions, the peak-period 
congestion charge reduces downtown CO emissions from 
6:00 a.m. to 2:00p.m. by 8 percent, compared with the 
20 percent reduction that is needed to achieve the CO air 
quality standard. This CO reduction includes the effects 
of both the reduction in peak-period traffic and the in-
crease in peak-period speeds that result from the con-
gestion charge. If both the peak and nonpeak congestion 
charges are applied, then the reduction in CO from 6:00 
a.m. to 2:00 p.m. is 13 percent. The peak-period con-
gestion charge reduces regional HC emissions from auto-
mobiles by 3 percent, compared with the 20 percent re-
duction needed to achieve the oxidant standard. The peak 
and nonpeak congestion charges together reduce regional 
HC emissions by 4 percent. 

The effect of the congestion charges on energy con-
sumption depends on the energy characteristics of the 
alternative modes to which tolled-off automobile trips 
are assumed to switch. Three possibilities are con-
sidered here: (a) Tolled-off trips switch to car pools, (b) 
tolled-off trips switch to buses with average occupancies 
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Table 3. Summary of results of pricing measures in a hypothetical city. 

Reduction of 
Peak-Hour 	Reduction of 

Area of 	Carbon 	Hydrocarbons 
Application 	Monoxide (*) 	(%) 

Downtown 	8 
Downtown 	13 

Downtown 20 8 8 4 	 b 

Downtown 20. 6 6 3 	 4 

Regional 17 20 20 12 	 16 

Regional 
17 20 20 12 	 16 

9 . 	 9 	 41 	 39 	 40 

17 	 19 	 22 	 14 	 18 

Objective 

Relief of congestion 

Control of carbon monoxide 

Control of oxidants 

Energy conservation' 
Short run 
Long run 

High elasticity of de-
mand for gasoline 

Low elasticity of de-
mand for gasoline 

Price per Round 
Trip ($) 

Peak Off Peak 

	

0.77 	0 

	

0.77 	0.21 

	

4.40 	0 

	

0.77 	0.37 

	

0.50 	0.50 

Energy Savings () 

10-Passenger 20-Passenger 
Car Pools 	Buses 	Buses 

Gasoline tax of 20 cents/L (75 cents/gal). 

of 10 passengers, and (c) tolled-off trips switch to buses 
with average occupancies of 20 passengers. 

The energy consumption of the various modes is as-
sumed to be 5.24 MJ/passenger-km (8000 Btu/passenger-
mile) for cars during peak periods (prior to any changes 
of mode), 3.87 MJ/passenger-km (5900 Btu/passenger-
mile) for cars during nonpeak periods, 2.03 MJ/ 
passenger-km (3100 Btu/passenger-mile) for 10-
passenger buses, and 1.02 MJ/passenger-km (1550 Btu/ 
passenger-mile) for 20-passenger buses (3). In addi-
tion, the total number of passenger-kilometers traveled 
is assumed to be independent of mode. 

On the basis of these assumptions, the peak-period 
congestion charge reduces regional energy consumption 
by automobiles plus transit vehicles by 3 percent under 
the first possibility described above and 2 percent under 
the second and third possibilities. The peak and off-
peak tolls together reduce energy consumption by 4 per-
cent, 3 percent, and 3 percent under each of these pos-
sibilities respectively. The energy savings in the second 
and third are less than those in the first because of the 
energy consumed by buses. 

To achieve the CO standard in the downtown area by 
charging for peak-period travel only, it would be neces-
sary to set the charge at $4.40/round trip. Such a 
charge would achieve an 8 percent reduction in regional 
HC emissions by automobiles and energy savings for 
automobiles and transit vehicles of 8 percent, 4 percent, 
and 6 percent for the three possibilities respectively. 
The charge would also reduce peak-period downtown 
traffic by 61 percent, compared with the 17 percent re-
duction produced by the optimal congestion charge. An 
alternative, and possibly less extreme, way of achieving 
the CO standard downtown would be to charge $ 0.77/ 
round trip (the congestion charge) for peak-period down-
town travel and $0.37/round trip for nonpeak down-
town travel. These charges would reduce regional HC 
emissions by 6 percent. They would reduce energy con-
sumption by automobiles and buses by 6 percent, 3 per-
cent, and 4 percent respectively in the three possibilities 
described above. 

The relatively small effects on regional HC emissions 
and energy consumption of the various charges for down-
town travel that have been considered are a reflection of 
the relatively small proportion (roughly one-third) of 
regional HC emissions and energy consumption that is 
attributable to downtown travel. A more productive ap-
proach to reducing HC emissions and energy consumption 
would be to charge for automobile travel over the entire 
metropolitan region. In the hypothetical city being con-
sidered here, the 20 percent reduction in automobile HC 
emissions needed to achieve the oxidant standard could  

be obtained by assessing a surcharge of 50 cents/round 
trip on all automobile travel in the metropolitan region. 
Such a charge would reduce energy consumption by 20 
percent, 12 percent, and 16 percent in the three possibil-
ities respectively. However, it would reduce downtown CO 
emissions from 6:30a.m. to 2:00p.m. by only 17 percent, 
compared with the 20 percent reduction needed to achieve 
the air quality standard. Moreover, the charge of 50 cents/ 
round trip would not increase peak-period downtown speeds 
as much as the optimal peak-period congestion charge. 

The charge of 50 cents/round trip is equivalent to 
an increase in the price of gasoline in the hypothetical 
city of 20 cents/L (75 cents/gal), assuming average auto-
mobile fuel economy of 6.4 km/L (15 miles/gal). Thus, 
one means of assessing a 50-cent trip charge might be to 
increase the price of gasoline in the city by 20 cents/L. 
[To achieve equality in the effects of the 50-cent trip 
charge and a 20-cents/L increase in the cost of gasoline, 
the short-run price elasticity of demand for gasoline must 
be roughly -0.27; this value is approximately double the 
published elasticity estimates (7, 8) but is adequate for 
illustrative purposes.] Although the gasoline charge and 
the 50-cent trip charge might have equal short-run effects 
on automobile use, in the long run the gasoline charge, 
unlike the 50-cent trip charge, would tend to encourage 
an improvement in automobile fuel economy. This would 
be beneficial for energy consumption. However, it would 
reduce the effect of the gasoline charge on the cost of 
automobile travel and therefore reduce the effects of the 
charge on automobile emissions. 

The long-run effects of the gasoline charge on fuel 
economy, energy consumption, travel demand, and auto-
mobile emissions can be estimated for the hypothetical 
city by solving equations 2 and 3 and the following equa-
tion simultaneously. 

G=LNf 	 (5) 

where 

L = average length of a trip and 
f = fuel consumption (liters per kilometer). 

II the long-run price elasticity of demand for gasoline 
is -0.3 (8) and other conditions in the hypothetical city are 
as previously described, then the long-run improvement 
in automobile fuel economy is only 4 percent, and the 
long-run effects of the gasoline charge on automobile 
emissions and energy consumption are roughly equal to 
the short-run effects. This rough equality of short-run 
and long-run effects results from the approximate equal-
ity of the assumed values of the short-run and long-run 
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price elasticities of the demand for.gasoline. However, 
if the long-run price elasticity of demand for gasoline 
is -0.65 (7), then the long-run improvement in automo-
bile fuel economy is 35 percent. The long-run reduc-
tions in downtown CO emissions and regional HC emis-
sions are only 9 percent each, compared with 17 per-
cent and 20 percent respectively in the short run. How-
ever, the energy savings are 39 percent to 41 percent 
under all three possibilities. The energy savings are 
nearly the same for all three because approximately 90 
percent of the energy savings is caused by improved 
fuel economy. Only 10 percent of the energy savings is 
affected by variations in the energy efficiency of the 
alternative modes. 

CONCLUSIONS 

The results obtained in the quantitative illustration are 
summarized in Table 3. These results are based on a 
hypothetical example and are unlikely to apply with pre-
cision to any real city. Indeed, conditions in many real 
cities may be considerably different from the conditions 
assumed in the example. Nonetheless, the results do 
show that there can be significant differences among the 
automobile pricing approaches that are appropriate for 
treating the separate problems of congestion, air pollu-
tion, and energy consumption. Optimal congestion 
charges for downtown travel, particularly peak-period 
downtown travel, may have little effect on either air 
quality or energy consumption. Pricing measures de-
signed to remedy localized violations of the CO air 
quality standard may have little effect on either oxidant 
concentrations or energy consumption. Pricing mea-
sures that are effective in reducing oxidant concentra-
tions may have comparable effects on energy consump-
tion, at least in the short run, because both oxidants 
and energy consumption result from total regional auto-
mobile use. However, pricing measures to control oxi-
dants are not necessarily as effective in controlling 
localized congestion and CO concentrations as are measures 
that are specifically oriented toward these latter prob-
lems. 

The quantitative results also suggest that pricing 
techniques that are suitable for dealing with one type of 
automobile -related problem may not be suitable for 
dealing with other automobile -related problems. For 
example, area licenses and automatic vehicle identifica-
tion might be appropriate techniques for effecting price 
changes to reduce localized congestion or CO concentra-
tions. However, these techniques are unlikely to be 
suitable for effecting price changes to reduce oxidant 
concentrations or energy consumption because of the 
large geographical areas over which these price changes 
must take place. Parking fees, vehicle metering, and 
gasoline taxes might be more appropriate means of 
implementing the price changes needed to reduce oxidant 
concentrations and energy consumption. However, a 
gasoline tax tends to encourage improvements in auto-
mobile fuel economy. Over the long run, this can result 
in substantial energy savings. However, improvements 
in fuel economy reduce the costs of travel and, hence, 
the congestion and pollution control benefits of the gaso-
line tax. 

It is likely that no single pricing approach can achieve 
the appropriate degrees of control of congestion, air 
pollution, and energy consumption simultaneously. At 
best, several different approaches would have to be 
applied together to achieve this ideal result. For ex-
ample, one might consider separate taxes on CO emis-
sions, HC emissions, gasoline consumption, and the use 
of congested facilities. However, even if such an ap-
proach were technically feasible, anyone thinking of 
implementing it would have to give serious consideration 
to the social and administrative burdens it might entail. 
Thus, pricing approaches to controlling the automobile 
and its use, by themselves, are unlikely to solve all of 
the problems associated with automobile use. Pricing 
approaches certainly can contribute to the solution of 
these problems, but, even if the application of pricing 
approaches becomes widespread, other means of con-
trolling automobile use are still likely to be needed, and 
it will still be necessary to make trade -offs and com-
promises between solving one automobile -related prob-
lem and solving another. 
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From the standpoint of politically feasible public policy, 
road pricing currently appears to hold promise not so 
much as the marginal-cost pricing measure for efficient 
road use but rather as an automobile -disincentive com-
ponent of overall transportation improvement programs. 
Approaches of this type, which attempt to simultaneously 
discourage the use of low-occupancy vehicles and en-
courage the use of high-occupancy vehicles, have the 
general objective of creating conditions that would sig-
nificantly alter travel behavior in favor of high-occupancy 
modes. Not only does this promise more mobility, bet-
ter use of central areas, and reductions in pollution 
levels and energy consumption, but it would also gener-
ate a new source of revenue to support transit improve-
ments, mitigate some of the possible adverse impacts 
of road prices, or otherwise improve the local fiscal 
picture. 

Road pricing that levies special charges on low-
occupancy vehicles appears to be more effective in im-
proving mobility than other more general changes in 
prices or taxes (e.g., gasoline prices, ownership taxes, 
or reduced transit fares), because it focuses on the 
source, place, and time of the trouble —vehicles that use 
a large amount of street space or generate other exter-
nal disbenefits per passenger carried, the problem zone 
in which these problems are at their greatest, and the 
peak periods in which the automobile is generating the 
most problems. It may be more effective and more 
flexible than other indirect means of automobile disin-
centives, such as exclusive bus lanes, or direct regula-
tory means, such as automobile -free areas, because it 
can be adjusted to generate just the amount of reduction 
in automobile travel that is required. 

Several alternative forms of road pricing have been 
suggested— collecting tolls for entry to a congested zone, 
a surcharge on parking there, or metering vehicles using 
the zone. After some discussion of these alternatives, 
the current consensus seems to be that the most effective 
form available today is the use of a supplementary li-. 
cense to enter the zone (a cordon-crossing license) or 
to travel in the zone (areawide license). 

Although road pricing appears to hold promise as a 
component of many current transportation improvement 
strategies in urban areas, actual experience with it has 
been extremely limited. There is no example of road 
pricing in the United States, except the parking sur-
charge experience of San Francisco and some recent 
parking tax schemes. These have not generated any in-
formation of great significance except to highlight the 
fact that such charges have minor impacts on travel and 
other aspects of urban life. Some cities outside the 
United States have considered road pricing in recent 
years. Proposals have been developed for Caracas, 
Bristol, London, and Singapore. Desk studies in these  

cities have taken an in-depth look at the planning, mar-
keting, and implementation aspects of road pricing and 
have evaluated the impacts of such strategies with the use 
of transport models. 

Evaluation results from the Bristol study appear to 
suggest that a cordon-crossing supplementary licensing 
scheme would be more efficient in achieving the modal 
shift and increased mobility than areawide licenses, ex-
clusive bus lanes, parking surcharges, and parking re-
strictions. The Singapore and London plans are of par-
ticular relevance because they went the farthest in de-
tailed planning and evaluation of several road-pricing 
alternatives. They produced good prototype designs. 

The London plan has currently been shelved temporar-
ily for political reasons. In spite of the promise of con-
siderable benefits and administrative feasibility, the 
transport committee of the Greater London Council de - 
cided not to act on it because of concerns about possible 
adverse public reaction. 

Singapore implemented its plan in June 1975, and it 
seems to have been a great success by most standards. 
The package of improvements, which includes road pric-
ing (cordon-crossing licenses during the morning peak 
and differential parking charges) and expansion of public 
transportation, has eliminated congestion from almost 
all locations, effected a considerable modal shift from 
single-occupant automobiles to higher occupancy modes, 
totally flattened the morning peaking of the flows, greatly 
increased taxi and bus speeds and productivities, and 
reduced air pollution. It produces revenues far in excess 
of the expenditures for administration and enforcement. 
Moreover, it does not appear to have adversely affected 
the businesses in the central business district (the Lon-
don study indicated similar impacts). 

These examples strongly suggest that supplementary 
licensing is a feasible instrument for road pricing, could 
generate large benefits, and could provide improved 
transportation without putting a fiscal burden on the 
cities. If public transportation is improved, the capacity 
to make trips to central areas can be increased, and the 
core could actually become more attractive (the experi-
ence with traffic-free zones in Europe has also suggested 
this—the centers have been both maintained anden-
hanced). At the same time, the London experience sug-
gests that local concerns can be a barrier to implementa-
tion. Although there is a limit to which outside experi-
ence can be used in an American context, the foreign 
experience does provide some basic guidelines for us. 

In spite of the relatively positive information from 
abroad, however, it is hazardous to make definitive es-
timates of the major impacts of road pricing in an Amer-
ican context. In the absence of actual local experience, 
the behavioral response of travelers to a package of 
transportation improvements that includes road pricing 
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as the automobile disincentive measure is difficult to 
predict with any certainty. This is particularly so be-
cause we are considering pricing levels that are signif-
icantly beyond the realm of current experience in the 
United States. Consequently, it is difficult to predict 
with certainty the impacts on the business activity, on 
low-income travelers, and on long-term locational and 
other behavior. Some questions regarding the enforce-
ability and legality of such policies in the United States 
also remain unanswered. Thus, the guesses made today 

are less than convincing for the decision makers. 
The current activities of the Service and Methods 

Demonstration Program of the Urban Mass Transporta-
tion Administration in the area of road pricing are aimed 
at developing more experience in the United States. The 
purpose of an experimental demonstration is to generate 
more relevant information in an American environment 
and to determine with greater confidence the applicability 
and potential of road pricing in this country. 

Congestion Pricing: The Example of Singapore 

Peter L. Watson and Edward P. Holland, Transportation and Urban Projects Department, Inter-
national Bank for Reconstruction and Development, Washington, D.C. 

For many years it has been suggested by economists 
that attempts to solve urban transport problems by a 
continual expansion of road capacity are doomed to fail-
ure. Rather, they have argued, the problem should be 
attacked by making people pay more for making journeys 
that result in congestion— hence the terms congestion 
pricing and road pricing. Although the concept has been 
theoretically respectable for many years, putting it into 
practice has until now been put off because of potential 
problems of implementation, enforcement, and equity. 
There is one exception. Between 1967 and 1974, Singa-
pore carefully examined its transport problems and 
decided that the time had come to restrain the use of 
private automobiles in congested areas. The policy in-
strument selected was a form of congestion pricing 
called area licensing. 

Singapore is a rapidly growing city-state. Seventy 
percent of its 2.2 million inhabitants live within a radius 
of 8 km of the central business district of the city. A 
similar proportion of the city's jobs are located in the 
same area. By 1974, there were more than 250000 
registered motor vehicles, almost 150000 of them pri-
vate cars. A large proportion of these vehicles operate 
in the central area, leading to a significant level of con-
gestion. It is estimated that population growth and rising 
incomes will lead to a more than threefold increase in 
the number of cars by 1992. Aware of the extreme 
levels of congestion implied by such growth, the govern-
ment of Singapore set out to develop a coordinated trans-
port policy. 

Two major transport studies were carried out from 
1967 to 1974. Both concluded that limitations on the 
ownership and use of private motor vehicles would be 
required in Singapore. In the meantime, several plans 
were put into action. •Land use plans attempted to co-
ordinate the location of new housing, employment, and 
services in new industrial centers outside the city of 
Singapore to reduce the need for transport. Some road 
construction was undertaken. A mass transit system 
and an area traffic control system were studied. Bus 

This article first appeared in Finance & Development, Vol. 13, No. 1, 
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services were improved by the provision of several kilo-
meters of exclusive bus lanes, the use of school buses 
to expand the peak-hour fleet, and a major administrative 
reorganization in the bus company. A policy of restrain-
ing the rate of growth of automobile ownership by taxation 
was implemented. To raise public awareness of traffic 
problems, a campaign to promote staggered work hours 
and car pooling was launched. All this involved an ex-
tensive publicity effort and government-business sem-
inars. 

With the exception of a few critical areas, these pol-
icies were adequate to deal with present-day congestion. 
The government, however, was not satisfied that these 
measures would prevent congestion from becoming a 
serious problem in the future. 

It became clear that a radical change was required in 
both public and private attitudes toward the ownership 
and use of private automobiles, and the government de-
clared its intention of restricting the use of automobiles 
in congested areas. While the short-run objective of this 
policy was to relieve congestion in central Singapore, 
the long-run objective was to persuade motorists to re-
consider their attitudes toward automobile ownership and 
use. The government believes that modification in travel 
behavior over time can be achieved once the motorist 
understands and accepts the rationale behind the need for 
more widespread use of public transport. 

THE TRAFFIC RESTRAINT SCHEME 

The government of Singapore therefore set itself the goal 
of designing a scheme to reduce peak-hour traffic by 25 
to 30 percent. It was estimated that this reduction would 
restore reasonably good traffic conditions. At the same 
time, several constraints were recognized. First, ac-
cessibility to and mobility within the central area should 
be maintained to protect the economic vitality of the area. 
Thus, an efficient and reliable alternative mode of trans-
port should be available to those commuters who would 
be discouraged from driving into the central area. Sec-
ond, since the mobility of the private automobile was 
recognized as a benefit, the restrictions should apply 
only when and where they were needed to combat local 
congestion. Third, the scheme should be easy to admin-
ister and enforce. Fourth, it should not require a sub-
sidy. 
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Several alternative policies were considered and re-
jected. General fiscal measures, such as import duties 
or gasoline taxes, do not discourage the use of auto-
mobiles at specific times or in specific areas; vehicle 
metering requires the use of special equipment that is 
not currently available in quantity; applying tolls to city 
streets requires collection facilities that take up too 
much urban space and themselves contribute to conges-
tion. Thus, the government was left with two alter-
natives—parking fees, which do not discourage through 
traffic, and area licenses, which are allegedly difficult 
to administer and enforce. These two policies were 
chosen as the bases of the Singapore traffic restraint 
scheme, together with a park-and-ride scheme to pro-
vide motorists with an alternative mode of transport. 

In Singapore, the key concept underlying the area 
license scheme was that a special supplementary license 
had to be obtained and displayed if a motorist wished to 
enter a designated restricted area within which conges-
tion was to be reduced. 

The first task was to delineate the boundary of the 
restricted zone. It had to include the areas with conges-
tion problems, leave diversion routes for motorists who 
do not have destinations in the restricted zone, minimize 
the number of entry points that have to be monitored, 
and take advantage of existing facilities that can be used 
as fringe parking areas. For Singapore, the zone covers 
62 hm2  and has 22 entry points. 

The second task was to set the license fee. The gov-
ernment had no previous experience to guide it, and a 
panel of experts convened by the World Bank was unable 
to find adequate empirical data on the response of mo-
torists to large cost changes. Thus, it was necessary 
to set the fee by judgment. In this situation, it is of 
course essential to be prepared to modify the fee by trial 
and error if it proves not to have been set correctly. 
In Singapore, licenses are sold for $26/month (S $60) 
or $1.30/d (s$3). 

In order to favor public transport and maintain com-
mercial activity, the requirement to display an area 
license does not apply to buses or commercial vehicles. 
To encourage higher vehicle occupancy and more effi-
cient use of road space, car pools (defined as a group 
of at least four persons in an automobile) are also ex-
empt, but, after a few weeks of operation, this exemp-
tion was removed. 

The aim of the government was to reduce congestion 
during the peak hours, and it was thought that applying 
restrictions during the morning peak would significantly 
reduce traffic both then and during the evening peak. 
Therefore, the scheme was designed to operate from 
7:30 to 9:30 a.m. Alter implementation, congestion de-
veloped after 9:30 and the period was extended to 10:15 
a.m. 

In order to provide an alternative mode of transport 
for motorists who had become accustomed to driving 
into the central area, a park-and-ride scheme was de-
signed to complement the area license scheme. Some 
10000 spaces in parking lots around the periphery of the 
restricted zone were opened to commuters, and special 
shuttle buses were introduced to carry commuters from 
the fringe parking lots to the central area. The shuttle 
bus routes had limited stops, and only seated passengers 
were carried in order to provide a fast, comfortable 
alternative to the automobile. The combined monthly 
cost of parking and using the shuttle bus was set at $13 
(S $30). 

The third element of the scheme was an increase of 
about 100 percent in parking charges at public lots within 
the restricted zone. Previously, there had generally 
been a flat rate of $0.18/h (S$0.40). The new rates are 
much higher and are designed to reflect the geographical  

distribution of congestion and to favor short-term over 
all-day parking. Thus, in the most congested part of the 
restricted zone, the rates are $0.22 (S$0.50) for the first 
hour, $0.44 (S$1.00)  for the second hour, and $0.44 
(S$1.00) for each subsequent half hour. In the remainder 
of the restricted zone, the rates are $0.22 (S$0.50)  for 
the first hour and $0.22 (S$0.50)  for each subsequent half 
hour. The monthly rate for all-day parking in the central 
area has also been increased from about S$40 to S$60 
to about S$50 to S$80. 

The government has also acquired powers to levy a 
surcharge on private parking lot operators in order to 
induce them to raise their charges without permitting 
them to simply collect a rent that reflects the difference 
between public and private charges. 

MONITORING THE IMPACT 

Singapore was the first city in the world to introduce a 
scheme of this type. The World Bank, in cooperation 
with the government of Singapore, the United Nations 
Environmental Program, and the U.S. Department of 
Transportation, set up an extensive monitoring program 
that consisted of traffic counts, household interviews, 
speed and flow measurements, interviews with business-
men, observations of pedestrian and parking behavior, 
and pollution measurement. This information has three 
uses: (a) to provide data on responses to the scheme so 
that short-run modifications can be made; (b) to provide 
the basis for a comprehensive evaluation of the impact 
of the scheme on travel behavior, traffic performance, 
business activity, and the environment; and (c) to provide 
a basis for developing mathematical models or other 
procedures that will be useful in using the Singapore ex-
perience as an example for other cities that may be in-
terested in developing similar schemes. 

The three components of the scheme were implemented 
in mid-1975— the increased parking charges on May 1, 
the park-and-ride scheme on May 14, and the area li-
cense scheme on June 2. The implementation was car-
ried out very smoothly, and no serious problems were 
observed. The people of Singapore responded well, 
justifying the government's confidence that Singaporeans 
respond favorably to national campaigns and civic Proj - 
ects designed for the benefit of society. 

Until data on household travel patterns are collected 
and analyzed, little can be said about the responses of 
different socioeconomic groups. The overall picture 
can, in contrast, be determined from comparisons of 
traffic volumes in March with those in August. In March, 
42 790 automobiles/d entered the restricted zone between 
7:30 and 10:15 a.m.; in August, 11130 automobiles/d 
entered the zone— a reduction of 74 percent. 

The number of other vehicles entering the zone in-
creased by 1.7 percent; most of these were commercial 
vehicles taking advantage of less congestion in the cen-
tral area. Overall, the volume of traffic entering the 
restricted zone during the scheme's hours of operation 
was reduced by 40 percent. The situation that these 
statistics represent— extremely light traffic in the cen-
tral business district during the morning rush hour—is 
very unusual. In this respect, the area license scheme 
has been highly successful, but it is necessary to be 
concerned about the underutilization of street capacity 
and the high license fee. 

EFFECT ON UNRESTRICTED TRAFFIC 

But what of other time periods? For the half hour before 
the restrictions go into effect (7:00 to 7:30 a.m.), the 
volume of traffic entering the restricted zone was 23 per-
cent higher in August than in March; the number of auto- 
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mobiles entering increased by 32 percent. However, the 
volume of automobiles during that half hour was only 
7078, compared with 9214 in the most congested half 
hour in March, and actual congestion was limited to a 
very short period at one site in the restricted zone. 

For the period after the restricted hours, consider-
able congestion was observed during the first few weeks 
of the scheme, but the extension of the restricted period 
to 10:15 a.m. has eliminated most of this congestion. 

It was initially thought that the morning restrictions 
would produce a mirror-image effect on the evening 
peak, assuming that people who stopped driving into the 
area during the morning peak would not drive out in the 
evening. But in fact the evening traffic volumes have 
only fallen between 3 and 4 percent. Several factors 
appear to contribute to this. The major one is thought 
to be through traffic, which travels around the restricted 
zone during the morning peak but in the evening returns 
home through the zone when the restrictions are not in 
effect. In addition, some motorists park just outside the 
restricted zone in the morning, and then move their 
automobiles into the zone during the day so that they can 
be used for the journey home. Finally, some motorists 
who use public transport or car pools in the morning are 
picked up in automobiles by members of their households 
in the evening. 

Although the evening traffic volumes are heavy, traf-
fic moves well, and congestion is observed at only a few 
sites; moreover it clears up more quickly than it did in 
March. Nevertheless, the question of whether some 
form of evening restriction may become necessary in the 
future has to be considered. 

And what of traffic outside the restricted zone? During 
the first few days following the introduction of the 
scheme, congestion was heavy on the ring road as mo-
torists avoided the restricted zone. This problem was 
quickly solved as the timing of traffic lights was modified 
to favor circumferential movements rather than radial 
inbound traffic. 

The exemptions for car pools (automobiles with at 
least four occupants) have proved to be popular. In May, 
an average of 2137 car pools a day entered the restricted 
zone from 7:30 to 9:30 a.m.; in August, 3880 entered 
during the same period— an increase of 82 percent. If 
we assume that three of the four members in a car pool 
formerly drove automobiles themselves, the increased 
number of car pools accounts for more than 5000 of the 
automobiles that drove in the restricted zone before June. 
It is not yet known, however, what proportion of car-
pool members were actually attracted from public trans-
port. 

The park-and-ride scheme, on the other hand, did not 
prove to be at all popular. Apparently, motorists were 
not willing to accept the inconvenience of driving to a 
parking lot and transferring to a bus. In addition, they 
appeared to prefer the lower fares and service levels of 
the ordinary buses to the high cost and superior service 
of the shuttle buses. The government acted quickly to 
extend the shuttle bus routes to serve housing projects 
beyond the fringe parking lots and to reduce fares. 
Patronage has not improved, and the shuttle buses are 
regarded more as a part of the general Singapore bus 
system. Some of the fringe parking lots have been con-
verted to other uses. 

At this point, data are not available on the impact of 
the scheme on the regular public transport service. 
Fragmentary evidence indicates that travel times by bus 
have been reduced by 25 to 30 percent during the morning 
peak. Overall, regular bus service patronage has prob-
ably increased by 10 to 15 percent, and riders are ben-
efiting from faster rides and more reliable schedules. 

Preliminary evidence also indicates that important  

reductions in air pollution have resulted from the 
scheme, and no reports have been received on unfavor-
able impacts on business activity. 

For any scheme of this type, it is appropriate to ask 
who benefits and who bears the costs. In Singapore, 
most people either walk or take the bus to work. These 
people have benefited from the improved environment in 
the central area and from increases in the speeds for 
buses. Those who buy area licenses are also benefiting 
from increased travel speed and less congestion, al-
though the costs are high. For those who cannot afford 
the area license, car pools or staggered hours can be 
used if they wish to continue to drive, or the park-and-
ride scheme can be used. Overall, it would appear that 
benefits accrue to the majority of commuters; for the 
others, reasonable steps have been taken to provide al-
ternatives and minimize the disadvantages. 

The scheme is administratively easy to operate, with 
licenses easily available from post offices and elsewhere. 
Current monthly sales of about 7000 licenses yield a 
revenue of $183 000 (S$420  000). Apart from the capital 
costs of constructing the fringe parking lots— $3 million 
(S$? million)— and erecting road signs, the costs of the 
scheme are limited to parking lot attendants and the po-
lice who monitor the entry points. Enforcement has not 
proved to be a problem. Two to four policemen are on 
duty at each entry point. The license numbers of cars 
that do not display an area license are recorded and the 
owners are subsequently fined $22 (S$50). Currently 
about 100 infringements a week are being reported. 

PROBLEMS ENCOUNTERED 

Singapore was the first city in the world to implement a 
scheme of this type, and it is clearly a great success. 
Nevertheless, some problems have arisen. 

The Singapore government set out to reduce the peak 
flow of cars into the center by 25 to 30 percent; the actual 
overall reduction was 40 percent. This fact, together 
with the deserted downtown streets in the central area, 
indicates that the price was set too high, leading to a 
severe underutilization of existing capacity, which is 
economically inefficient. It was noted above that a gov-
ernment should be prepared to raise the license fee if 
it was set too low. If it was set too high, the government 
must choose between reducing the fee to achieve a more 
efficient solution or leaving it too high to avoid future 
increases and to promote the broader goal of modifying 
motorists' attitudes to the use of the car. Singapore 
chose the latter alternatives. 

The next problem relates to the evening peak., In 
Singapore, the expected mirror-image decrease in even-
ing peak traffic did not occur. Since the major factor in 
this situation appears to be through traffic, it is clear 
that a knowledge of traffic patterns, especially those of 
through traffic, is required before a decision can be made 
about evening restraints. That decision must also con-
sider whether evening restraints should be on entry to the 
zone (to discourage through traffic) or on exit (to discour-
age commuters from collecting their automobiles at 
lunchtime or from being picked up by other motorists). 
This problem is currently under examination by the Sing-
apore government. 

Then there is the park-and-ride scheme. In Singapore 
10000 fringe parking spaces were provided for those of 
the 42 000 motorists who formerly drove into the central 
area who might use the park-and-ride services. Very few 
motorists chose to use this alternative. However, the 
provision of this park-and-ride capacity was, in effect, 
a form of insurance taken out by the government. The 
error was in providing too much service, which it judged 
to be preferable to the risk of providing too little. The 
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provision of possible excess capacity and the ability to 
convert it rapidly to other uses if it is not required il-
lustrate the pragmatism and willingness to proceed by 
trial and error that are required of a government that 
wishes to implement such an innovative scheme. 

If central area roads are underutilized, it is likely that 
parking facilities are also. At present, no information 
is available on parking utilization in Singapore. In gen-
eral terms, however, it seems clear that a traffic re-
straint scheme should be coordinated with a policy that 
regulates the supply of parking. 

Since one of the alternatives open to motorists who 
formerly drove through the restricted zone is to drive 
around it, some congestion on bypass routes was to be 
expected. In Singapore it was possible to solve this 
problem, to a large extent, by adjusting the timing of 
traffic lights. Elsewhere, it would be necessary to ex-
amine the extent to which road improvements on bypass 
routes might be required. 

SUCCESS OF SCHEME 

How well does the scheme work? As noted before, data 
were being collected before implementation and are still 
being collected on travel behavior, traffic performance, 
business activity, and the environment. The World Bank 
will analyze these data to produce a comprehensive 
statement of the impacts of the scheme. Preliminary 

conclusions that can be drawn at this point indicate that 
the scheme has been very successful in reducing traffic 
congestion in the restricted zone during the hours of 
restriction. Benefits have accrued to some car drivers 
and to bus riders, and the central area has been im-
proved for pedestrians and vehicle users alike. The 
administration and enforcement of the scheme proved to 
be manageable. To a considerable extent, this has been 
due to the care devoted by the Singapore government to 
the design and preplanning of the scheme and to the 
gradual implementation of complementary transport pol-
icies and the publicity that preceded the scheme. 

Overall, this type of scheme clearly has considerable 
promise as a component of an urban transport policy. 
It is flexible enough to be tailored to the needs of a wide 
variety of cities, creates revenues, and requires little 
capital to implement. It seems possible that an area 
license policy might be a way to break the spiral of in-
creasing congestion and decreasing public transport 
service by creating a situation in which public transport 
can operate more efficiently and give better service. 
As Singapore government officials have pointed out, 
however, success requires a fundamental restructuring 
of the public's attitudes toward the owernship and use 
of the private automobile. It also requires policy 
makers who are imaginative and innovative in developing 
urban transport strategies. 

Supplementary Licensing: An Evaluation 

Anthony D. May, Transportation Branch, Greater London Council 

The Greater London Council (GLC) recently published 
the results of a study on supplementary licensing (1), a 
proposed new method of traffic restraint that would re-
quire drivers of certain vehicles to purchase special 
licenses to use their vehicles at specified times in des-
ignated areas. The study, conducted by officers of the 
GLC, the U.K. Department of the Environment, the 
Metropolitan Police, and the London Boroughs Associa-
tion, considered the proposal as a means of providing 
traffic restraint in inner London; reviewed the effects 
of a number of alternative schemes on traffic patterns, 
on the environment, and on the social and commercial 
framework of London; and determined the practical re-
quirements of these alternatives. This article summa-
rizes the methods used and the results obtained; a fuller 
description can be found in the technical report of the 
study (2). 

Traffic restraint is being seriously considered as a 
vital part of an integrated transport policy in most cities 
in the United Kingdom, although the needs and objectives 
differ from city to city. As a result, considerable ef-
fort has .been spent in designing restraint methods that 
are flexible (to meet differing and changing needs); ef-
ficient (so that undue restriction is avoided); selective 
by type, area, and time of journey; fair and acceptable 
to the community at large; simple to administer and 
enforce and not open to abuse; and easy to understand 
and to follow for both casual and regular travelers. 

Parking controls have been the most widely used form  

of restraint, and at present they form the mainstay of the 
GLC's restraint policy (3). However, parking controls 
do not operate on through traffic and are only fully ef-
fective on terminating traffic if control can be imposed 
on the operation of all parking spaces. Figure 1 dem-
onstrates the effect of these limitations in central Lon-
don. Although parking controls have reduced the amount 
of peak-period traffic that uses on- and off-street public 
parking facilities in central London by 30 percent in the 
last 12 years, traffic that uses private parking facilities 
and through traffic have both doubled. Supplementary 
licensing has often been advocated as a method for im-
posing controls on such traffic (4, 5, 6), and one or two 
cities, such as Valletta, have for some time operated 
simple schemes in which the annual license is more ex-
pensive for vehicles used in the city. A detailed study 
has been conducted for Caracas, and a complex scheme 
is being implemented in Singapore. However, neither 
of these proposals provided sufficient information to 
determine the effects of introducing supplementary li-
censing in a city the size of London. 

The GLC study was designed to determine which al-
ternative schemes might be appropriate for inner and 
central London, what their effects would be, whether 
they would be practicable, which would be the most sat-
isfactory alternative, and how soon it could be intro-
duced. 
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ALTERNATIVES CONSIDERED 

Congested conditions occur throughout an area within 10 
km of the center of London in the peak periods; between 
the peaks, congestion is less severe in inner London but 
is more acute in the 24 km2  of central London. Central 
London was therefore an obvious candidate for control, 
and a boundary route that could take the diverted through 
traffic appeared possible. It was decided to consider 
control in inner London as well; in selecting a boundary 
for such an inner area a compromise had to be found 
between the needs to identify an adequate boundary route 
and to limit the area of control. Figure 2 shows the 
boundaries of the areas selected. 

Control of the morning peak period (8:00 to 10:00 
a.m.) would not solve the worst traffic problems in cen-
tral London, which occur during the day, and might 
cause additional congestion after 10:00 a.m. On the other 
hand morning peak control would be less expensive and 
would present fewer problems to residents and activities 
in the area than all-day control. Both these options were 
considered for each area but it was decided not to con-
sider controls before 8:00 a.m. or after 6:00 p.m. or on 
weekends, since traffic flows are generally lighter at 
these times and public transport provides a less satis-
factory alternative. 

Automobiles were obvious candidates for control since 
they represent at least two-thirds of the traffic stream 
in the central area. However, it was decided that 
special consideration should be given to residents of the 
area since they would have to buy licenses to make any 
journey from home. Commercial vehicles form about 
one-fifth of the traffic stream and add considerably to 
congestion and pollution, but many of them play an im-
portant economic role. The study therefore considered 
alternatives that charged and excluded them. 

A previous study (7) suggested an optimum charge for 
automobiles in central London of 50p to 60p per day (ex-
cept where otherwise specified, all prices in this paper 
are stated in 1973 pounds). This study considered a 
range of 20p to £1.20 per day, with charges at two and 
three times this level for large commercial vehicles 
(when they were charged) and the possibility of lower 
rates for residents. Charges of one-fourth and one-half 
of these levels were tested for the inner area. 

In all, six combinations of area, time of control, and 
level of charge (listed in Table 1), together with varia-
tions for commercial vehicles and for residents, were 
tested agalnst a base situation. This base situation 
could itself be affected by other restraint policies, as 
well as by policies on public transport and road con-
struction. To simplify the study it was decided to com-
pare the alternative forms of control with a base situa-
tion in which only currently committed road schemes 
were executed and current levels of parking control and 
bus priority were maintained. The traffic analysis was 
based on current estimates of the demand for travel and 
the values of time and labor costs in 1980. 

ESTIMATED EFFECTS 

Supplementary licensing would have direct effects on 
private traffic, public transport, and the environment 
and indirect effects on different social groups, com-
merce, revenue, and other restraint policies. In order 
to estimate these, use was made of four traffic models 
that considered control of the central area and the inner 
area and peak-hour and all-day control. 

Traffic Analysis 

travel by all modes by introducing an increase in the cost 
of some journeys by cars and commercial vehicles. The 
study therefore had to use a model that incorporated an 
explicit demand-cost relationship, as well as to estimate 
the distribution of effects on a network. Few operational 
models do this; the one used, CRISTAL, was developed 
by the Transport and Road Research Laboratory to fill 
this gap (8). It specifies demand between pairs of places 
by five modes (car, bus, rail, taxi, goods vehicle) in 
terms of generalized cost, assigns these trips to a sym-
metrical ring and radial network, and calculates cost 
based on the flows on individual links. Calibrated to 1970 
conditions in Greater London and equipped with predic-
tions for 1980, it permitted a comparison of the overall 
restraint effects of the alternative schemes. However, 
it was unable to distinguish between different categories 
of automobile users (such as residents and nonresidents), 
and it was unable to indicate the precise geographical 
distribution of the changes in traffic patterns on London's 
irregular road network. 

To overcome the first of these deficiencies and to test 
the sensitivity of some of CRISTAL's basic assumptions, 
such as cost elasticity and time values, two single-link 
models were used, one developed by the Transport and 
Road Research Laboratory (9) and the other by the GLC 
(10). The second deficiency was overcome by testing the 
restrained effects from CRISTAL on the London road 
network. In this procedure a trip matrix developed by 
the GLC (11) was factored by a matrix of restraint fac-
tors obtained from CRISTAL and assigned incrementally 
using a procedure and network developed for the inner 
London bus priority model (12). 

Using these four models it was possible to obtain es-
timates of the degree of restraint imposed on a number 
of different classes of user and the effects of these on the 
road system and on public transport. Some of the more 
important results are presented below. All the results 
are subject to some error, because assumptions had to 
be on the basis of limited information. In particular, 
little is known of the response of motorists to substan-
tial increases in travel costs or of the extent to which 
employers would continue to subsidize their employees. 
The single-link models allowed some sensitivity tests to 
be conducted; where a range has been placed on the re-
sult it is indicated below. 

Net Benefit to Travelers 

The initial comparison of alternatives was based on es-
timates from CRISTAL of the net gain that resulted from 
savings in travel time and cost and from losses to those 
who no longer traveled, excluding the costs of adminis-
tering the scheme. The results are presented in Figure 
3, which indicates that the greatest benefit is obtained 
from alternative B (see Table 1) but that alternatives C 
and D, with morning peak control in the inner area, only 
reduce the benefits slightly. Other alternatives (A, E, 
and F) produce substantially less benefit. 

The optimum charge appears to be about 60p/ 
automobile trip for all alternatives, which is equivalent 
to a charge of 75p/automobile/d. Sensitivity tests in-
dicate that the optimum is in fact in the range of £25 
million to £38 million/year. (The optimum charge at 
1975 prices is in the range of £1.00 to £1.25/d.) The 
CRISTAL run used for further analysis was slightly sub-
optimal and represented the results that would be pro-
duced by a charge in the range of 60p to £1.00/ 
automobile/d. 

Tr2ffir. Fffptfs 

Supplementary licensing would influence demand for 	Table 2 indicates the estimated effect of a charge of 
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Figure 1. 	Automobiles entering central London in the morning 
peak. 1962 to 1974. 
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Table 1. 	The six main alternatives. 

Area Range of 
Alternative Controlled 	Time of Control Charge/Car/d 

A Central 	8:00 to 10:00 a.m. 20p to £1.20 

B Central 	8:00 a.m. to 6:00 p.m. 20p to £1.20 

C Central 	8:00 a.m. to 6:00 p.m. 20p to £1.20 
Inner 	8:00 to 10:00 a.m. 	. 5p to 30p 

D Central 	8:00 a.m. to 6:00p.m. 20p to £1.20 
Inner 	8:00 to 10:00 a.m. lOp to 60p 

E Central 	8:00 a.m. to 6: 00 p.m. 2Op to £1.20 
Inner 	8:00a.m.to6:00p.m. 5pto30p 

F Central 	8:00 a.m. to 6:00 p.m. 20p to £1.20 
Inner 	8:00 a.m. to 6:00 p.m. lOp to 60p 

Higher charges for commercial vehicles; lower charges for residents 

about 60 p  to £1.00/autoxnobile/d in the central area 
(alternatives A and B) on peak-hour flows at four loca-
tions. These correspond to reductions in vehicle-
kilometers of 37 percent in the central area and 11 per-
cent in the inner area. Addition of control in the inner 
area (alternatives C through F) was found to impose 
slightly greater restraint on radial traffic in the inner 
area and to remove the increase in orbital traffic that 
resulted from central-area control. However, analysis 
of the effects on London's road network indicated that the 
increased orbital traffic would only present local prob-
lems on the central-area boundary route. This surpris-
ing result occurs because much of the boundary route 
accommodates both radial and orbital traffic, and reduc-
tions in the former provide capacity for increases in the 
latter. 

It was estimated that these changes in flow would re-
sult in increases in peak-hour speed of 40 percent in the 
central area and 15 percent in the inner area, although 
some parts of the inner area would experience a reduc-
tion in speed. Total peak-period queue length was es-
timated, by using the detailed assignment model, to fall 
by 85 percent in the central area and 30 percent in the 
inner area; the reduction in the central area represented 
an 80 percent reduction in the number of congested junc-
tions. 

Environmental Implications 

One of the main reasons for introducing traffic restraint 
is to reduce the effects of traffic on the community in 
terms of noise, pollution, danger, and disruption of 
residential and shopping areas. The extent to which 
these effects could be reduced was tested in the study by 
reassigning the trip matrix to a much coarser road net-
work from which roads passing through identified envi-
ronmental areas had been removed In the time avail-
able only one such assignment was conducted; it used 
flow Changes from alternative B and indicated that, even 
with the removal of 27 percent of the central-area net-
work, traffic intensity— expressed as total travel 
(vehicle-kilometers) divided by total road length (kilo-
meters) of the network— would be on average 14 percent 
lower than before the introduction of supplementary 
licensing. In the inner area, understandably, similar 
improvements would not be achieved, because traffic 

Figure 2. The central and inner areas of London. 
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reductions would be lower. Even so, a 15 percent re-
duction in the tested road network would produce only an 
8 percent increase in average traffic intensity. 

All-day control in the central area would thus enable 
the most environmentally sensitive roads in the central 
area to be closed to through traffic and would permit 
similar treatment for many roads in the inner area. 
Further improvement in the inner area would require 
inner-area control, but it would probably be sufficient 
to restrict this to the peak periods, since traffic levels 
are much lower in the off-peak period. The same can-
not be said of central-area control; since traffic levels 
in the central area are similar throughout the day, re-
striction of controls to the peak period would remove the 
opportunity for most of the environmental improvements 
to be made. 

Social Effects 

One criticism often leveled against control by pricing is 
that it may cause greater hardship to lower income 
groups. The impact of supplementary licensing on dif-
ferent income groups depends on their levels of auto-
mobile ownership and automobile trip making in the con-
trolled area, the extent to which they will benefit from 
improvements in the bus service, and the possibility of 
using surplus revenue from the scheme to help meet their 
transport needs. Income-based data from the 1962 Lon-
don Traffic Survey (13, 14) on trip rates and automobile 
ownership indicated that supplementary licensing would 
have a greater direct impact on higher income groups if 
it were restricted to the central area but would affect all 
groups equally if it were extended to the inner area. 

Figure 3. Benefits of different licensing schemes. 

Central Area supplementary charge per car trip (pence) 

Table 2. 	Estimated changes in peak-period flows 
under alternatives A and B. Entering Entering Orbital Outside Orbital Outside 

Type of Flow Central Area Inner Area Central Area Inner Area 

Private cars/h -45 -30 +20 No change 
Commercial vehicles/b -20 No change *10 +10 
Bus passengers/h +45 +30 Insignificant Insignificant 
Rail passengers/h +5 +5 Insignificant Insignificant 
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However, the same information indicates that higher in-
come groups would tend to gain more from increases in 
automobile speeds, particularly if they were less ready 
to switch modes. Trip rates by bus were also slightly 
higher for higher income groups in 1962, although the 
pattern may well have changed since then. Although this 
analysis was not conclusive, it appeared on balance that 
control restricted to the central area would not favor the 
higher income groups to any considerable extent. If 
control were to be extended to the inner area, lower in-
come automobile owners would be more heavily penal-
ized. In either case, of course, those without an auto-
mobile available would benefit. 

Other groups that might suffer unduly are residents 
and the disabled. The study report (2) recommended 
that the disabled should be exempt and considered the 
possibility of lower rates for residents. The argument 
in favor of lower charges for residents is that they would 
otherwise be charged for all automobile journeys during 
the day and that any resulting reduction in the population 
of the controlled area would be undesirable; the argu-
ment against exempting them is that they would then be 
encouraged to make additional automobile journeys. On 
balance, the recommendation was for a lower charge. 
It was realized, however, that the strength of both argu-
ments would be greater if there was inner-area control, 
since the resident population and its contribution to traf-
fic flow would be greater and a compromise would be 
harder to reach. 

Another criticism of supplementary licensing on 
equity grounds is that drivers subsidized by their em-
ployers would be shielded from the full effects of re-
straint. Surveys conducted recently show that up to 55 
percent of automobile journeys in London are subsidized 
and that subsidy is most frequently given not because the 
automobile journey is important to the employer but 
simply as a fringe benefit to the employee. Interviews 
with employers indicated that in many cases they would 
be reluctant to pay their employees' supplementary li-
censing charges; their stated sensitivity to the license 
fee suggested an elasticity of demand somewhat higher 
than that assumed in this study. 

Effects on Commerce and Industry 

The possibility of exempting commercial vehicles was 
considered, but tests using CRISTAL indicated that the 
20 percent reduction indicated in Table 2 might be con-
verted to a 35 percent increase in the flow of commercial 
vehicles entering the central area if they were exempted. 
On these grounds it was recommended that they should 
be charged. The impact of controls on commercial ac-
tivities was estimated by calculating additional costs and 
benefits at existing automobile and commercial vehicle 
trip rates. For offices, the additional costs, compared 
with such other costs as rents and salaries, would be 
insignificant. For shops, places of entertainment, and 
hotels, additional costs would also be small by compari-
son with existing costs, but there would be an effect on 
the customers. In the case of hotels and entertainment, 
this would also be small because the majority of their 
customers use public transport or travel outside con-
trolled hours. For shops, the study estimated that 20 
percent of business was automobile-borne and that, of 
the third of these who might no longer use cars, most 
would change to public transport. Thus the percentage 
of customers affected would be no more than 7 percent, 
and any reduction in business would be much lower than 
this. 

The effect on industry would be greater, since its 
traffic -generation rate is higher than that for offices 
and its other costs are lower. Even so, those companies  

that use a few vehicles intensively would benefit. The 
greatest effect would be felt by wholesale markets, and 
the study recommended exclusion of two of these, Spital-
fields and Bermondsey, from the controlled area. 

Revenue 

Supplementary licensing would itself produce a new 
source of revenue; in addition it would increase public 
transport revenue by increasing patronage but would lead 
to a reduction in fuel tax revenue. The net effect of these 
was estimated to produce increased revenue of £36 
million/year for alternative A, £55 million for alternative 
B, and between £69 and £81 million for alternatives C 
through F. 

Implications for Other Restraint Policies 

The introduction of supplementary licensing would change 
the requirements for other controls on commercial ve-
hicles and for parking controls. There would still be a 
need for bans on certain commercial vehicles, but con-
trols could well be simpler than they are at present. 
Parking patterns would change considerably. The study 
estimated that occupancy of parking spaces at the end of 
the morning peak in the central area would fall from 70 
percent to about 40 percent and that there would clearly 
be opportunities for widespread removal of meters and 
temporary parking lots and for encouraging the closing 
of private parking lots. On the other hand, there would 
be greater need for home-based parking for residents. 
Outside the controlled area there would be an increased 
demand for parking, and controls would have to be im-
posed to regulate this. 

PRACTICAL REQUIREMENTS 

To be successful, a supplementary licensing scheme 
would require adequate procedures for license issuing 
and enforcement, some traffic management measures 
(including new signs), and additions to public transport 
services to accommodate additional demand. License 
issuing and enforcement methods are dealt with in detail 
in the technical report (2) and are summarized below 

License Issuing 

The main findings concerning license issuing were that 

Daily and monthly licenses should be available for 
automobiles and commercial vehicles; licenses for longer 
periods should be available for residents and exempt 
users. 

There should be no discount for monthly licenses. 
Daily licenses should be available on the day or in 

advance from retailers and vending machines. 
The total cost of issuing licenses would be as 

shown in Table 3. 

Enforcement 

The main findings concerning enforcement were that 

Enforcement would be needed for through traffic, 
hence for moving vehicles. This should be feasible, but 
detailed methods would require further study. They 
would almost certainly involve stopping vehicles that do 
not have valid licenses, since fixed penalty procedures 
would not otherwise apply. 

Enforcement for moving vehicles would cost up to 
twice as much as that for parked vehicles, but if the lat-
ter were used it should, for reasons of equity, be 
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extended to vehicles parked in private parking lots. 
Costs would be dependent on the level of enforce-

ment adopted and the level of compliance achieved, but 
they could occur as shown in Table 3. 

The requirements for an enforcement staff would 
be considerable, ranging from 100 for alternative A to 
1000 for alternatives E and F; this would be one of the 
major problems in introducing a scheme. These figures 
compare with a current staff of 700 wardens in the cen-
tral area. 

Traffic Management Measures 

Signs would be required to provide advance warning of 
the controls, to indicate the boundary, and to remind 
those in the area of the controls. No detailed designs 
were put forward, but it was clear that costs would be 
relatively small. Some traffic management measures 
would be needed to relieve overloaded junctions on the 
boundary route; again these were not designed in detail, 
but approximate cost estimates were made. The equiv-
alent annual cost of these measures would not exceed 
£1 million. 

Public Transport Service Requirements 

The increased passenger demands for public transport 
indicated in Table 2 would to some extent be met by the 
existing fleet size, partly as a result of the reversal of 
the current decline in patronage and partly, in the case 
of buses, from increased bus size as the existing fleet 
is replaced and from increased efficiency as a result of 
faster running speeds on less heavily trafficked roads. 
For example, of the estimated 43 percent increase in 
demand for bus seats entering the central area, 4 per-
cent could be provided for by using the spare capacity 
in the existing fleet resulting from declining patronage, 
13 percent by using the spare capacity produced by larger 
bus size, and 13 percent by increased bus speeds. The 
remaining 15 percent would be provided for by 11 percent 

Table 3. Annual costs and benefits for the six alternatives. 

Costs and Benefits 

Cost of Alternative (E millions/year) 

A 	B 	C 	0 	F 	F 

Net benefit to travelers 21 32 31 28 21 	13 
Costs 

License issuing 1 2 4 4 6 	- 6 
Enforcement 2 3 5 5 7 	7 
Public transport operation 2 2 3 3 3 	3 
Traffic management 1 1 0 0 0 	0 

Net overall benefit 15 24 19 16 5 	-3 
Possible error (±) 3 4 5 5 7 	7 

more buses. The estimated increase needed in the bus 
fleet would be 2 percent for Greater London as a whole, 
representing an increase of up to 450 staff members. 
This, like the provision of enforcement staff, would add 
to the existing problem of obtaining this type of staff in 
London. 

EVALUATION 

A scheme like supplementary licensing has implications 
too wide ranging to be assessed simply by a cost-benefit 
appraisal. Factors that could not be accounted for in this 
way include the impact on different groups in society, the 
effects that cannot readily be quantified (e.g., environ-
mental implications), and the cash transfer questions of 
interest to the agencies involved. The study therefore 
evaluated the alternatives against six criteria— their 
quantifiable costs and benefits, their financial implica-
tions, their effects on society and commerce, and three 
factors that could not be quantified: environmental ef-
fects, effects on bus reliability, and the problems of 
staffing the additional buses and the enforcement agency. 
Table 4 summarizes this evaluation. 

Cost-Benefit Assessment 

The alternatives were rated by comparing quantifiable 
net benefits (Figure 3) with quantifiable costs. This 
assessment is presented in Table 3, which also indicates 
the possible error as calculated from the sensitivity 
tests. 

Financial Assessment 

All alternatives would produce at least sufficient revenue 
to cover operational costs. 

Equity Assessment 

The rating in this case was based on the effect on lower 
income groups, residents, and commerce. Lower in-
come groups would suffer least with peak-period control 
in the central area, because essential journeys could 
generally be made at other times; the greatest hardship 
would come from inner-area control, particularly if it 
were introduced all day. The effects on residents and on 
commerce would follow a similar pattern; extensions to 
inner-area control would involve far more residents and 
industrial undertakings. 

Environmental Assessment• 

The study found that considerable environmental gain 
through the closure of certain roads to through traffic 
could be achieved with central-area control but only if it 

Table 4. Evaluation of six alternative schemes. 

Measure of performance 

Effect on Alternative 

A 	 B C 0 E F 

Quantifiable net gain Moderate Substantial Substantial Moderate Negligible Moderate 
positive positive positive positive positive negative 

Financial balance Moderate Moderate Moderate Moderate Moderate Moderate 
positive poaltive positive positive positive positive 

Equity effects Slight Greater Greater Greater Greatest Greatest 
negative negative negative negative negative negative 

Assistance to environmental Limited Substantial Considerable Considerable Considerable Considerable 
improvements positive positive positive positive positive positive 

Assistance to improvements Considerable Considerable Greater Greater Greater Greater 
in bus reliability positive positive positive positive 	- positive positive 

Scale of staffing requirements Sizable Substantial Greater Greater Greatest Greatest 
negative negative negative negative negative negative 
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were imposed all day. Inner-area control during the 
peak would add substantially to these effects in the resi-
dential areas around the central area. It should be 
pointed out, however, that these gains are not wholly 
compatible with those quantified in Table 3. Much of the 
environmental gain would be obtained in place of speed 
improvements for private automobiles; it is assumed 
that the benefit to the community of using traffic reduc-
tions in the former way would be considered to be 
greater. 

Bus Reliability 

The effects on bus reliability could not be quantified but 
were considered an important benefit to be gained by 
traffic restraint. The ratings shown in Table 4 indicate 
the estimated effects of the alternatives on traffic con-
gestion in general. 

Staffing Problems 

Staffing problems would be largely dependent on the size 
of the controlled area and on the length of the controlled 
period. Estimated requirements for bus operation and 
enforcement combined ranged from 500 to 1400 additional 
staff members, compared with an existing total of some 
20000. 

SUMMARY 

Not all the criteria are best satisfied by the same alter-
native. Greater environmental improvement would be 
gained by adding inner -area peak-period control, but 
for most other considerations central-area control alone 
would be preferable. Peak-period control in the central 
area would involve fewer staffing problems than all-day 
control but would provide little environmental relief. 
The study concluded that all-day control in the central 
area would be the most efficient form of control, unless 
environmental gains from the extension of control to the 
inner area in the peak could be shown to outweigh the 
reduction in other benefits and the increased staffing 
problems 

Charges higher and lower than the assumed optimum 
(i.e., in the range of 60p  to £1.00/automobile/d) were 
assessed on the same basis, weighing reduced equity 
problems for a lower charge against greater environ-
mental improvements and other benefits for a higher 
charge. The study concluded that a charge in the range 
of 60p to £1.00/automobile/d would be the most suitable 
(1.00 to £1.25 at 1975 prices), but that there would be 
some justification for a higher charge. 
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Updating the London Supplementary Licensing Study 

This brief paper describes developments since the orig-
inal licensing study was published in March 1975. 

PUBLIC CONSULTATION 

Supplementary licensing would require new national 
legislation; before deciding whether to seek such legis-
lation, the GLC mounted a public consultation exercise 
from March to June 1976. The public was consulted 
both on supplementary licensing and on a proposal to tax 
private parking spaces. 

Under the latter scheme, owners would be charged  

perhaps $12/week (6) for every space they wished to 
retain; operational spaces— at a rate of 1 space/1.1 km2  
of floor area, with a minimum of 10— would be free of 
tax. It was estimated that such a tax could reduce the 
51 000 private parking spaces in central London to be-
tween 25 000 and 35 000. This, together with intensified 
control of on-street and public off-street parking could 
reduce vehicle travel by about is to 20 percent, com-
pared with 37 percent for supplementary licensing (!). 
It would not, however, reduce through traffic, and, unless 
the road capacity released were to be used for other pur-
poses, through traffic would probably increase. These 
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arguments were set out in the consultation document, 
but press coverage concentrated on supplementary li-
censing as the more controversial proposal. 

In the consultation process, a set of pamphlets de-
scribing the two measures and setting them in the con-
text of the GLC's overall transport policy was published 
(2), and members of the public, interested organiza-
tions, and local authorities were invited to submit their 
comments. Two specific questions were asked: Should 
the GLC have powers to charge people to drive in con-
gested areas? and Should the GLC have powers to con-
trol the use of private parking lots in offices? 

Apart from 691 preprinted forms returned by mem-
bers of the Royal Automobile Club opposing all forms 
of traffic restraint, the number of responses was rela-
tively small. There were 78 responses for supplemen-
tary licensing and 138 against, and 69 responses for the 
parking tax and 49 against. 

The specific criticisms of supplementary licensing 
were that greatly improved public transport would be 
needed (88 responses), that it would hit the lower income 
motorist (30), that it would not allow for those with 
special needs (56), that it would congest the boundary 
route (22), that it would be difficult to administer (26), 
and that it would be difficult to enforce (38). 

THE GLC's DECISION 

In their report to the GLC, the officers noted that the 
proportions of responses in favor of both measures were 
reassuring, since there is usually a tendency for only 
those opposed to a measure to register their views. 
They also pointed out that the supplementary licensing 
study had indicated that there should be no problems in 
providing sufficient capacity on public transport or on 
the boundary route or in setting up an adequate adminis-
tration system. 

They acknowledged that there was some merit in the 
other three arguments against supplementary licensing. 
On the question of the effect on the lower income motor-
ist, however, they pointed out that the poorest third of 
Greater London residents made only 12 percent of the 
daily automobile journeys to Central London and that 
these represented only 2 percent of all journeys by all 
modes. They argued therefore that the minority being 
disadvantaged would be small and that the mobility of 
poorer residents as a whole, who are three times more 
likely to use a bus than an automobile, would be greatly 
increased. 

On the question of provision for those with special 
needs, they noted that it would be possible to provide 
more exempt licenses, at an increased administrative 
cost, but that it would be virtually impossible to over-
come all the problems of meeting special needs. On the 
question of enforcement, they acknowledged that diffi-
culties would occur but pointed out that enforcement 
needs were bound to increase as restrictions on the pri-
vate automobile were intensified. 

The GLC decided in July 1975 not to proceed with 
supplementary licensing but to seek legislation to allow 
it to tax private parking spaces. The reasons it gave 
for rejecting supplementary licensing were the adverse 
effect on the lower income motorist and on those with 
special needs and the problems of enforcement. Partic-
ular concern was expressed over the possible effect on 
smaller businesses, industry, and those traveling to or 
from work at times when public transport was not avail-
able. The GLC asked, however, for information on 
similar schemes being considered or implemented else-
where and for further evaluation of alternative measures 
that would overcome the problems it had identified. 

FURTHER WORK 

Further analysis by GLC officers has concentrated on 
alternatives that would reduce the reliance on the price 
mechanism. During the consultation process, one local 
authority had proposed a system in which virtually all 
licenses (or permits) were allocated on the basis of need 
(3). This would clearly have been administratively 
cumbersome, and the task of assessing needs would have 
been invidious. Further consultation, however, has 
suggested a scheme in which licenses could be allocated 
to firms in the area at a rate based on the floor area of 
the property. A few daily licenses could be issued each 
year to all automobile -owning households over a wider 
area, and the remainder of journeys that were made 
would continue to require paid licenses. Even such a 
relatively simple system of allocating permits would pre-
sent administrative problems, but it could overcome the 
inequitable effects of price on operational journeys of 
small businesses and on the more essential journeys 
made by lower income automobile owners. Work is still 
continuing on this proposal. 

Various ideas have been proposed to reduce the en-
forcement problem. Ideally it would be preferable to 
initiate a system in which the police did not have to stop 
vehicles in order to issue fixed penalty notices. How-
ever, it has always been assumed that such a change in 
legislation would be even more controversial than that 
required for supplementary licensing itself. 

One other alternative that is being considered is a 
return to cordon enforcement. This had originally been 
rejected because of the problems of queues at entry 
points, which could block the boundary route, and the 
number of entry points to be manned. These problems 
could, however, be reduced by checking automobiles on 
exit only and by using some of the capacity released by 
restraint to introduce environmental management mea-
sures that would reduce the number of exit points. Exit-
only control would, of course, reduce the impact of re-
straint; internal journeys would be encouraged, and in-
bound journeys during the day for which the return jour-
ney was to be made after the end of the control period 
(6:00 p.m.) would not be discouraged. 

At the same time, developments elsewhere are being 
monitored, particularly the Singapore scheme. Another 
scheme of interest is a proposal by consultants for the 
center of Bristol, England (4). This would involve a 
cordon of pricing points around the 10-km2  central area, 
with all inbound and outbound trips by all vehicles except 
buses during both peak periods being charged at per-
haps 60 cents (30p)/one-way journey. The consul-
tants have proposed this method because the high pro-
portions of private parking (60 percent of total stock) and 
of through traffic (40 percent of total peak-period out-
bound traffic) make conventional controls on parking in-
effective. The proposal is currently subject to public 
consultation, but it seems unlikely that it will be adopted 
in the near future. 
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Experience With Transit Pricing 

Summary of Experience With Transit Pricing 

Michael A. Kemp, Urban Institute, Washington, D.C. 

The quality and price of public transportation have the 
potential to influence a wide range of facets of urban 
life. There is an obvious triangular interrelationship 
for a transit agency among the level of output (which 
determines the quality of service), the pricing policy, 
and the level and nature of public subsidy. The key 
problem for the public agencies that are responsible for 
funding, regulating, or managing the local transportation 
system is to fix on the sides and the angles of the tri-
angle. In doing so, however, they are making policy 
decisions that not only affect the workings of the transit 
system itself but may also influence the efficiency of the 
urban transportation system as a whole (including the 
environmental and energy consequences), the distribu-
tion of income and the budgetary decisions of local house-
holds, retail spending patterns, employment, urban 
form, and maybe even the competitive advantage of that 
particular metropolitan area. So while the major con-
cern in deciding on transit service and fare levels should 
be with the direct transportation consequences, there are 
many other less direct considerations that may also le-
gitimately influence pricing decisions. 

INFLUENCES ON PRICING DECISIONS 

I am aware of several major strands of research, anal-
ysis, and operating policy that concern the level and 
structure of transit fares. For example, the theoretical 
microeconomists have long been interested in the ques-
tion of pricing public transportation services. Their in-
terest has centered almost exclusively on considerations 
of efficiency from a variety of different viewpoints, e.g., 
the implications for pricing of spatial and temporal vari-
ations in the demand for transit service or the use of bus 
fares to offset a failure to impose efficient prices on 
private automobiles that share a highway facility. The 
analysis of transit pricing is a particularly interesting 
area, not only because of the lumpiness in supply and 
its cost and peaking characteristics but also because 
transit service as a consumer product exhibits a number 
of peculiarities. For example, the level of supply and 
the level of demand both influence the quality of the prod-
uct itself in dimensions that are known to be important 
to the consumer (the frequency of service and the level 

of in-vehicle crowding, for instance). Moreover, the 
unit of supply— vehicle -kilometers or vehicle -trips— is 
not identical with the unit ofdemand, the passenger-trip. 
Such wrinkles present analytical challenges that have led 
to the publication of several theoretical pieces in the 
professional literature during the past 20 years. 

A second approach to these issues concerns the man-
agement and political considerations that have actually 
determined how transit has been priced. With one or 
two exceptions, these forces have been completely inde-
pendent of the analyses of the theoretical economists. 
In the days when transit was still largely privately owned, 
one might expect the transit operator to behave like a 
regulated monopoly supplier, seeking to maximize his 
return; but of course he had no real monopoly, as a 
steadily increasing market share for the private auto-
mobile bears witness. Under public ownership, the op-
erating agency's motives will be both different and more 
complex, depending principally on such factors as the 
degree of involvement of elected politicians in manage-
ment decisions and the financial arrangements with sup-
porting governments. In both cases, however, the anal-
ysis underlying specific pricing decisions has custom-
arily been very limited and simple in conception. Demand 
response to fare changes has been predicted by industry-
wide heuristic rules of thumb about the price elasticity 
(or the so-called shrinkage ratio), perhaps modified to 
reflect past local experience. Little has usually been 
known about the local market and the factors that influ-
ence demand among particular market segments. 

This last deficiency has been greatly ameliorated by 
a third strand of analysis, which first gained currency 
in the late 1960s. Analyses of the travel behavior of 
individuals— through the development of cross-sectional 
disaggregate behavioral models of travel demand and 
modal or route choice and through the application of the 
techniques of attitudinal survey research— have produced 
a great deal of information about the factors that influ-
ence travel choices. Some of this information has found 
its way into transit planning and marketing, but it is still 
true that many transit operators have minimal informa-
tion about their local markets. 

There are also two relatively recent events that affect 
this debate. The first is an increased willingness of 
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some transit agencies to try new pricing and service 
initiatives. As transit has come into public ownership, 
this has often been accompanied by an initial willingness 
of local governments to devote more funds to operating 
assistance. In a number of cities— particularly the 
newer, growing cities of the South and West that are 
least troubled by fiscal problems— this has led to slashed 
transit fares systemwide or off peak or completely free 
fares in the downtown area. In many cases, service 
quality has also been significantly upgraded. Since tran-
sit deficits are rising nationally at a compound annual 
rate of 44 percent in real terms and fiscal problems of 
our cities are mounting, I am not sure how long this new 
movement will continue, but for the moment we are being 
given a unique opportunity to study the demand response 
to transit changes. 

The second recent development is the growing amount 
of interesting and more sophisticated analysis of transit 
patrons'response to changes in fare and service levels. 
More and more work of this type is beginning to appear 
in the professional literature (!,2, 3, 4, 5). These studies 
demonstrate, I think, that it is possible to develop 
models of transit patronage by using readily available 
or cheaply collectible data without ignoring some of the 
complexities of the phenomenon and that these models 
can make useful planning tools. 

IDENTIFYING PRIORITIES FOR 
RESEARCH 

I agree that questions about what will happen if we make 
a particular change and what are the likely rider ship and 
cost implications of, say, increasing fares, adjusting 
headways, or reducing the need to transfer are keys in 
making intelligent decisions about price and service 
levels. I disagree, however, that data limitations are 
such that we can do no better than to address these ques-
tions with very simple, noncausal models. Of course, 
the quality of the operating data generated by the typical 
transit operator is poor, and other relevant data may 
often be available only in aggregate form. But travel 
behavior in general, and the level of transit patronage 
in particular, are complex phenomena. I don't think we 
stand much of a chance of answering the what-will-
happen-il question unless we do our homework better to 
establish cause-and-effect relationships. And that anal-
ysis must explicitly take into account such complex facts 
as that demand responds to a whole package of service 
features (price, frequency, reliability, temporal and 
spatial extent of the system, need to transfer, comfort, 
level of promotion, and so on), that it is impossible to 
have a major fare adjustment without also affecting ser-
vice quality in some way (level of crowding, frequency, 
boarding times, and so on), and that there are many 
factors external to the transit system that lead to varia-
tions in patronage across routes or through time (activ-
ity patterns in the area, weather, and so on). 

These matters may seem a little academic to some, 
but unless we really turn our efforts to investigating 
cause and effect in a logically rigorous fashion, it is 
likely that our model of what happens when the transit 
system is changed will be spurious. Can we hope to do 
analysis of this nature, given the data limitations? I 
believe strongly that we can, if we take such precautions 
as choosing to study a transit system that maximizes 
data quality and maximizes the variance in the variables  

(price and service levels) under study, and specifying 
and estimating causal models that explicitly take account 
of some of the relationships discussed above. The work 
of Gaudry (2) and Schmenner (3) (to cite but two ex-
amples) illustrates that it can be done. 

This leads to a comment about some of the studies 
described here. I don't place much faith in before-and-
after studies as a means of assessing cause and effect in 
this area. There are simply too many influences on 
transit patronage to permit making definitive deductions 
from the differences between two snapshots at two points 
in time. We can each think of several possible (or even 
probable) explanations for the fact that Shirley Highway 
ridership was higher during 2 days in November than 
during 2 days in August, even after seasonal correction 
and a fare increase. Only if we have developed good 
causal models of the type to which I have referred can 
we hope to ultimately make much sense of before-and-
after measurements. 

I would like to raise several general questions that 
have not been discussed yet. There appears to be an 
increasing tendency, in discussing transit pricing, to 
throw considerations of economic efficiency out the win-
dow or at least to regard them as subservient to consid-
erations of equity (or welfare). What have we to say 
about the relative importance given to the various objec-
tives of transit pricing— transportation system efficiency, 
equity considerations, favorable impacts on urban devel-
opment, and so on? How about the use of bus transit 
pricing to offset the modal-choice effects of failing to 
price the automobile efficiently? What do we want to say 
about the relative effectiveness of transit provision or 
transit pricing policies as a tool of welfare policy? Even 
though it appears that the net incidence of transit sub-
sidization may under certain circumstances be such as 
to benefit the poor disproportionately, is transit the best 
instrument to bring about such an income redistribution? 
Is it politically feasible to speak about replacing transit 
support by direct income transfers? Would not transit 
subsidies to the user, targeted at specific population sub-
groups through ticket or voucher schemes, be a more 
direct welfare approach than direct subsidies to the tran-
sit subsidy and pricing policies? All of these are issues 
that require discussion here. 
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The objectives of this research were (a) to observe and 
report the elasticity of transit demand with respect to 
price (fare), (b) to identify and quantify the impact of a 
peak-period transit fare increase on automobile use in 
general and on car pools in particular, (c) to determine 
whether a peak-period transit fare increase caused any 
measurable shift in passenger travel from peak to off-
peak times, and (d) to compare the point elasticities 
observed on the Shirley Highway express buses with 
those observed on traditional bus service in the same 
metropolitan area, as well as to determine whether elas-
ticities observed for two qualities of transit service were 
significantly different. 

In addition, the observed elasticities of transit de-
mand with respect to price will subsequently be com-
pared with elasticities calculated from mode-choice 
models calibrated within the same environment. The 
comparison will serve as one validation procedure for 
the mode-choice models and, it is hoped, will provide 
useful insights into the question of model transferability. 

This report presents those preliminary and partial 
results that are currently available. The forthcoming 
final report will address the four objectives in greater 
detail. 

METHODOLOGY AND RESEARCH 
PLANS 

The board of directors of the Washington Metropolitan 
Area Transit Authority (Metro), after holding a number 
of public, hearings, raised peak-period bus fares on Sep-
tember 1, 1975. These fare increases applied only to 
the peak-period operations (6:30 a.m. to 9:00 a.m. and 
3:30 p.m. to 6:00 p.m. on weekdays); off-peak fares were 
not changed. PriOr to this fare increase, bus fares had 
been stable for a relatively long period of time. 

The Shirley Highway corridor bus service (routes 
6, 7, 8, 17, 18, 20, 27, and 28 in this research) was 
originally operated by the A. B. and W. Bus Com-
pany. This company last increased fares on July 11, 
1970. The Lee Highway corridor bus service (Routes 
2 and 3 in this research) was originally operated by 
the W. V. and M. Bus Company. This company last 
increased fares on October 26, 1969. All privately 
owned Washington, D.C., metropolitan area commuter 
bus companies were consolidated under public owner-
ship within Metro in January 1973. Metro analyses in-
dicated that A. B. and W. bus fares were higher than 
W. V. and M. bus fares, and in July 1973 Metro effec-
tively reduced A. B. and W. fares to make them com-
patible with W. V. and M. fares. 

This pricing change provided an excellent research 
opportunity to study travelers' reactions and to observe 
price elasticity in the real world. 

The date selected for the fare increase to become 
effective (September 1, 1975) was by no means ideal 
from the standpoint of studying price elasticity: Signif-
icant changes in travel patterns normally occur at the 
end of the summer when people return from vacations  

and the autumn school terms begin. Thus it was neces-
sary to carefully adjust observed modal travel demands 
for monthly (seasonal) variation prior to studying the in-
terrelationship of price and patronage. 

In retrospect, it appears difficult if not totally impos-
sible to select an ideal time to perform before-and-after 
behavioral studies. Initially it was thought that a much 
more suitable time— from the standpoint of observing 
price elasticity— could have been selected to institute a 
fare increase. Notwithstanding the many other important 
considerations for selecting the date on which to raise 
fares, there are many other phenomena that can becloud 
a cause -and-effect relationship (1, 2). Some of these are 
known to the researcher and some are not. Even if they 
are known, the researcher can do little to isolate the 
contributions of these extraneous phenomena from those 
he wishes to study and quantify. 

The basic study procedure was to observe and re-
cord bus patronage on selected bus routes before the 
fare increase and sufficiently long after the fare in-
crease had been in effect for patronage patterns to 
have stabilized. During the same observation periods, 
motor vehicles and automobile occupancy were ob-
served and counted '(at a previously established loca-
tion) on Shirley Highway. This highway is a recon-
structed radial urban freeway connecting the south-
western parts of northern Virginia suburbs with em-
ployment centers at the Pentagon, Crystal City, and 
downtown Washington. During the peak commuter 
travel periods, the directional exclusive lanes serve 
bus vehicles as well as car pools of four or more 
persons. Three regular lanes (in each direction) are 
available to serve the needs of other traffic. 

Field Observations 

Field data were collected on August 19 (Tuesday) and 
August 20 (Wednesday), before the fare increase, and on 
October 7 (Tuesday) and October 8 (Wednesday), after 
the fare increase had been in effect for approximately 6 
weeks. 

Use of Shirley Highway was observed near 20th Street 
in Arlington, Virginia. Metropolitan Washington Council 
of Governments field crews observed numbers of vehi-
cles by type, by lane, and by passenger occupancy from 
6:00 a.m. to 9:30 a.m. on each of the 4 days. Metro 
field crews recorded the numbers of passengers by bus 
(block number) on all Shirley Highway buses as they 
entered the trunk-line portion of their trip between 6:00 
a.m. and 7:00 p.m. In addition, patronage on the route 
2 and 3 lines serving North Arlington and Fails 
Church was observed from 6:00 a.m. to 7:00 p.m. at the 
intersections of Broad and Washington streets (in Fails 
Church) and of Lee Highway and Quinn Street (in North 
Arlington). Observing patronage on these lines permits 
comparison of observed elasticities on two levels of bus 
service— the express service operated on Shirley High-
way and the more traditional services operated as the 
route 2 and 3 lines on Lee Highway serving North 



41 

Arlington and Falls Church. 
Data from 1974 required for adjusting for seasonal 

variation in travel demand were obtained from the D.C. 
Department of Highways and Traffic. Fare-change data 
were obtained from published schedules and tariffs pro-
vided by Metro. 

Method of Analysis 

The field observations of modal patronage by time period 
were tabulated in a systematic form in which before-
and-after 

efore-
and-alter data could be readily compared. These obser-
vations were then adjusted to remove seasonal variation. 
Patronage changes on selected bus routes were related 
to estimates of average passenger-fare changes, and 
point estimates of the elasticity of transit patronage with 
respect to price were made. On Shirley Highway, ob-
served changes in bus patronage were related to ob-
served changes in transit fares. This systematic tabu-
lation of transit patronage was examined for any per-
ceptible shift in patronage from peak period to off-peak 
period. 

These procedures yield estimates of price elasticity 
of transit demands that are only approximations, since 
(a)changes in demand over the observation periods can 
be affected by phenomena other than changes in price 
(e.g., changes in population at the origin end of the trip 
and changes in employment at the destination end) and 
(b) passengers boarding prior to the observation loca- 
tions may have paid different boarding fares depending 
on where they board. Thus average fares and, more 
importantly, mean (before versus after) differences in 
these fares had to be estimated. 

Better data for determining the price elasticity of 
transit demand might have been obtained by interviewing 
individual bus travelers, obtaining data on actual fares 
paid as well as other useful traveler-decision informa-
tion. This would not necessarily have obviated all prob-
lems related to the first reason above, and it would have 
been extremely costly compared with the approach ac-
tually selected. 

PRELIMINARY RESULTS AND 
CONCLUSIONS 

Elasticity of Peak-Period Bus 
Travel Demand 

Route 3 offers traditional bus service over the major 
arterial street system commingled with other vehicular 
traffic. Bus passenger patronage was observed at Lee 
Highway and Quinn Street in Arlington, for short (8-
km or 5-mile) trips to the Washington central business 
district (CBD), and at Broad and Washington streets in 
Falls Church, for longer (19-km or 12-mile) trips. 

After seasonal adjustment of observed patronage at 
the Arlington locations (before = 2959; after = 2752), the 
patronage change (drop) after the fare increase was 
found to be a 6.92 percent decrease. The estimated 
composite fare increase at this location was 52 percent. 
The resulting observed elasticity of transit patronage 
with respect to price was therefore 6.92 divided by 25, 
or 0.28. 

Using seasonally adjusted observed patronage at the 
Falls Church location (before = 806; after = 738), the  

patronage change (drop) after the fare increase was 
found to be an 8.4 percent decrease. The estimated 
composite fare increase at this location was 31 percent. 
The resulting observed elasticity of transit patronage 
with respect to price was therefore 8.4 divided by 31, 
or 0.27. 

These values (0.28, 0.27) are reasonably close to the 
rule of thumb commonly used by the transit industry— a 
0.34 to 0.5 percent decrease in patronage per percentage 
of increase in the transit fare. 

Route 18 offers premium service on exclusive freeway 
lanes between residential areas in the southern part of 
the Shirley Highway corridor and destinations at the Pen-
tagon and the Washington CBD. It is a relatively long 
route, 26 km (16 miles). The percentage change (drop) 
after the fare increase (before = 2463; after = 2437), in 
patronage observed at the ramp where the buses enter 
the express lanes, was a 1.05 percent decrease. The 
estimated composite fare increase on this line was 40 
percent. The resulting observed elasticity of transit 
patronage with respect to price was therefore 1.03 di-
vided by 40, or 0.3. 

Route 6 offers premium service on exclusive freeway 
lanes between Alexandria, the Pentagon, and the Wash-
ington CBD. This route is approximately 14 km (9 miles) 
long and is somewhat indirect for passengers boarding 
near the end of the line. The percentage change (in-
crease) after the fare increase (before = 810; after = 
955), in patronage observed at the ramp where the buses 
enter the express lanes, was an 18 percent increase. 
The estimated composite fare increase on this line was 
36 percent. Obviously, some unidentified phenomena are 
significantly influencing patronage on this line; the elas-
ticity was therefore not computed for this case. 

The premium express bus service appears to be less 
sensitive to fare increases (i.e., exhibits a.lower elas-
ticity of demand with respect to price) than the more 
traditional service. This suggests that the premium ser-
vice affords travelers a larger consumer surplus than 
does the traditional service. 

Readers should note that, between 1971 and 1974, fuel 
costs alone have increased by approximately 44 percent. 
The rise in bus fares was smaller than the increase in 
automobile fuel costs, which results in an enhanced eco-
nomic attractiveness of bus travel vis--vis private auto-
mobile. 

Further Research and Analyses 

Further research and analyses will explore the issue of 
elasticity in transit patronage in more detail, will' study 
the impact of the fare increase on automobile use, and 
will investigate possible shifts of bus patrons to off-
peak periods, in which fares were not increased. 
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Transit and Pricing Policies 

John H. Shortreed, Department of Civil Engineering, University of Waterloo, Ontario, Canada 

The object of this paper is to present a personal view 
that pricing is not really a very important policy vari-
able for transit and to present an approach to data col-
lection for transit that permits monitoring and identify-
ing the effects of policy changes. 

OPERATING PHILOSOPHY FOR 
TRANSIT 

Transit, like most transportation, is a result of three 
distinguishable forces: demand, supply, and operating 
policies; the operating system is a result of all three 
forces. Pricing enters into the demand for transit and 
into operating policy indirectly in determining the level 
of subsidy required. 

Operating policy for transit has two basic sources: 
economic efficiency and income redistribution. Eco-
nomic efficiency refers to the idea that the users should 
pay for the service or, alternatively, that the total of 
all user and nonuser benefits should exceed all the costs. 
Except for economists, no one really seems to bother 
too much these days with efficiency, and unfortunately 
there are not too many economists. It seems to me 
that, at least in the area of public service, efficiency 
is dealt with in practice in simplistic, heavy-handed 
adjustments as required rather than by refined and pre-
cise methods. Moreover, the recent universal trend to 
heavy subsidies for transit seems to be a clear indica-
tion that efficiency is not a very important objective in 
guiding transit policy. 

Income redistribution is the main result of transit 
subsidies, as was indicated in the course of a study 
carried out in Austin, Texas, in 1975 (Figure 1). It is 
also probably one of the main objectives guiding the op-
erating policies for transit. Interestingly, when sub-
sidies for transit to the central business district (CBD) 
are considered, some of the income redistribution in-
volved may be directed elsewhere than to the low-income 
segments of society. There are also some transit sub-
sidies encouraged by such objectives as saving energy, 
improving the city structure, and saving people from 
the automobile, which could be classed as redirecting 
income to meeting social needs. 

Since the objective for transit is not primarily eco-
nomic efficiency, the traditional optimum pricing ob-
jectives would seem to have little application in the 
management of such systems. 

The one common indicator of success in meeting the 
income redistribution and social needs objectives for 
transit is the number of users of the system. The over-
all operating philosophy for most transit systems ap-
pears to be to maximize the number of rides on the sys-
tem without exceeding a reasonable level of subsidy. 
The rides are, of course, considered separately as to 
time of day and day of the week. The reasonable level 
of subsidy is generally determined at the local tax 
level, using subsidy dollars that are typically discounted 
50 percent for operating expenditures and 75 percent 
for capital expenditures. 

The net result is that the operating policies for tran-
sit are directed mainly to maximizing the demand for 
transit. The policies are implemented by using the fol- 

lowing policy variables: (a) the hours and days of ser-
vice, (b) the frequency of service, (c) the location of 
service (routing), (d) the fare for service, (e) the equip-
ment (quality, capacity, costs), and (f) the reliability 
and consistency of the service and then manipulating these 
variables to achieve the highest level of ridership on the 
system, with due consideration to the different times 
of the day and week. 

In passing, a comment on the phenomenon of keeping 
up with the Joneses is in order. It may be observed that 
city Y is purchasing a light rail transit line mainly be-
cause cities P, Q, and R have decided to buy one. To 
the extent that this exists, I think it can be disregarded 
from considerations of how to manage a transit system 
since it is not capable of rationalization. 

THE MANAGEMENT TASK 

We are left then with a planning and management task of 
maximizing demand, using the policy variables listed 
above within a given budget. How well do transit prop-
erties accomplish this management task? Not very well, 
mainly for historical reasons and to an extent because 
of a lack of data. Until about 1970 the management ob-
jective was to make money. This involved two main 
activities: making sure money was collected and kept 
track of and eliminating unprofitable services. A third 
activity was to raise fares periodically, incidentally 
keeping them roughly in line with increases in other 
prices. The records and procedures developed for these 
tasks are generally not adequate to the current situation 
in which questions of expansion of service are involved 
and the quality, frequency, and location of service vari-
ables are changed with some frequency in hopes of in-
creasing the number of rides on the system. The gen-
eral situation is illustrated in Figure 2 for the Canadian 
transit industry as a whole. The changing policy regimes 
are indicated by the sharp decline in the index for revenue 
passengers per vehicle-kilometer after 1965 to 1970. 

A simple illustration will indicate the differences in 
data required by the different management tasks. Typ-
ically a bus will operate over two routes in a city (by a 
"route," I mean the path of a bus that proceeds from the 
CBD to an outlying suburban area and then returns to the 
CBD). It is common practice to link two routes on op-
posite sides of the city, for good operational reasons. 
For purposes of keeping track of the fare money (the old 
management task), the two separate routes were treated 
as one. It is generally not possible with existing rec-
ords, and commonly collected data, to determine the 
number of rides on each individual route, which is of 
course an absolute necessity for the new management 
task. 

TRANSIT DEMAND MODEL 

The remainder of the paper describes a transit demand 
model that was developed with the new management ob-
jectives in mind. It attempts to relate transit demand 
to the policy variables of route location, hours of ser-
vice, frequency, fares, reliability, and the condition of 
the equipment. It was also designed to require data that 
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could be easily and cheaply collected by a transit prop-
erty. The model is put forth as a framework for mon-
itoring the effects of policy changes on transit demand. 
The model had a prototype application in Anstin, Texas, 
and is currently being tested in Kitchener-Waterloo, 
Ontario (population: 200 000), for a series of policy 
changes that will be implemented shortly. 

MM1 Structure 

The demand model was designed for a single route rather 
than for the whole transit network. This was done for 
practical data collection reasons. The model is com-
posed of a series of equations, 12 in all, for all combi- 

Figure 1. Transit 
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nations of three periods of the day, for movements in-
bound to or outbound from the CBD, and for boarding or 
alighting passengers. 

The structure of the model is based on the belief that 
transit ridership can be explained by consideration of (a) 
land use (population, employment, school enrollments, 
and so on) within good access time of a route; (b) the 
frequency, fare, and other characteristics of the service 
provided; and (c) the system characteristics of transit 
routes, e.g., the fact that trips inbound to or outbound 
from the CBD have unique characteristics at different 
times of the day. The structure of the model is illus-
trated below. 

(transit
\ = L \ 

( household \ (trip attraction \ 1 (adjustment 
demand) 	variables / X variables 	/ J 

X factors 

It has three main parts. Firt, there are 12 separate 
equations for the different time periods, direction and 
movement, and boarding conditions that make up demand. 
Second, there is a gravity-model multiplication of house-
hold variables (which are disaggregated by access dis-
tance to the route as well as by income levels) and trip 
attraction variables (work, shopping, school, and so on). 
Third, there are a number of multiplicative adjustment 
factors to account for variations in fares, headways, 
reliability, bus condition, and so on. 

Model Equations and Inputs 

A number of definitions are required to fully characterize 
a bus route and the input variables. Each route is di-
vided into a number of sections, usually four to eight 
sections per route. For smaller cities that have 8-km 
(5-mile) routes, five or six sections per route would be 
typical. For each section the following data are re-
quired: 

The number of low-income households (target 
households) within 150 m (500 ft) of the route; 

The number of high-income households (other 
households) within 150 m of the route; 

The number of low-income households within 150 
to 300 m (500 to 1000 ft) of the route; 

The number of high-income househplds within 

Figure 2. Indexes for the Canadian transit 
industry. 
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Table 1. Model regression analysis for home-based trip ends (Equation 1). 

Regression Coefficients' 

Target Households Other Households 
Equa- 	 Trans- 
tion 	Dependent Variable 	Value 	S.D. 	Value 	S.D. 	fers 

Al 	Morning Ona inbound 	0.0049' 	0.0007 	0.0014' 0.0008 	5.0 
A2 	Evening Offs outbound 	0.0059' 	0.0009 	0.0018' 	0.0001 	5.0 
Cl 	Off-peak One inbound 	0.0049' 	0.00053 	0.00098' 0.00051 5.0 
C2 	Off-peak Offs outbound 	0.0049' 	0.0006 	0.0018' 	0.00077 5.0 

-26 and the critical t - 1.72. 	'The critical r2  is 0.479. 	'Significant at p - 0.05 

Input Weights for SMA 	Y 

Work Shop School UT Value S.D. r" S.E 

1.0 	0.08 0.009 9.3 26.8 23.9 0.51' 16.9 
1.0 	0.44 0.012 4.8 36.1 34.2 0.46 25.4 
1.0 	1.0 0.01 	0.0 32.1 23.4 0.55' 15.7 
1.0 	0.5 0.015 0.0 29.7 26.5 0.56' 17.6 

Table 2. Model regression analysis for non-home-based trip ends (Equation 2). 

Input Weights for SMH 	Regression Coefficients' 

Target Other 	. Work 	Shop 	 School 	 UT 	 Y 
Equa- 	 House- House- Trans- 
lion 	Dependent Variable 	holds 	holds 	fers 	Value S.D. 	Value S.D. 	Value 	S.D. 	Value S.D. 	Value 	S.D. 	r' 	S.E. 

A3 	Morning Offs inbound 	0.0049 	0.0014 	5.0 	0.26' 	0.043 	0.199 	0.277 	0.005' 	0.0009 2.11 	3.0117.9 	28.1 	0.57 	18.4 
A4 	Evening Oats outbound 	0.0059 	0.0018 	5.0 	0.556' 0.027 	0.164 	0.170 	0.0042 	0.004 	2.66 	1.79 	36.3 	32.6 	0.78' 15.3 
C3 	Off-peak Offs inbound 	0.0049 	0.00098 5.0 	0.71' 	0.0, 	0.50 	0.44 	0.017 	0.015 	0.0 	 44.73 	58.0 	0.55 . 38.9 
C4 	Off-peak One outbound 	0.0049 	0.0018 	5.0 	0.62' 	0.115 	0.30 	0.24 	0.0086 	0.0085 0.0 	 36.48 	42.5 	0.71' 22.9 

'N - 26 and the critical t - 1.72. 	'The critical rt is 0.692. 	'Significant at p - 0.05. 

150 to 300 In (500 to 1000 ft) of the route; 
The total number of employees (work) within 225 

m (750 ft) of the route; 
The junior and senior high school enrollment 

(school) within 225 In (750 ft) of the route; 
The retail-store employment (shop) within 225.m 

(750 ft) of the route; 
Other special attractors (hospitals, and so on) 

within 225 In (750 ft) of the route; 
The section-time headway for all buses in the 

section and the percentage of buses on the route under 
analysis; 

The number of transfer points; 
The fare; 
The bus reliability (currently undefined); and 
The bus condition, age, and so on (currently 

undefined). 

Some special terms used in the model that have not 
already been noted above need to be explained: 

On- a passenger boarding a bus going in a given route 
direction at a given time. 

Off- a passenger leaving a bus going in a given direc-
tion at a given time. 

Transfer location- any point at which a transfer is 
possible between a CBD route and a crosstown route, 
except within the CBD. 

HF- headway adjustment factor (accounts for varia-
tions in demand with variations in headways). 

AF- other adjustment factors (accounts for variations 
in fares, reliability, and bus capacity and condition) 

Car factor- an adjustment factor based on the gen-
eralized cost difference between travel by transit and by 
automobile; this factor is not used with target households 
but only with other households. 

VT- a dummy variable used to represent the Univer-
sity of Texas campus (40 000 students), which was within 
225 m (750 ft) of a route. 

Down-route section- a section downstream (for the 
route direction) of the section under examination. 

Up-route section- a section upstream (for the route 
direction) of the section under examination. 

A typical model equation for a home-based on or off 
passenger has the following form: 

Ons in a section = [a (target households) SMA 

+ b (other households) SMA (car factor) 

+ c (transfer locations)] (HF)(AF) 	 (1) 

where 

SMA = [d (work1 ) + e (shop1 ) + f (school,) + 
g (UT5 )], 

i = all down-route sections, and 
a, b, ..., g = model coefficients. 

In this situation, the number of riders who board the 
bus in the section is a function of the number of people 
who have access to the route section multiplied by the 
number of trip -destination opportunities available to them 
in other sections in the direction the bus is traveling 
(i.e., in down-route sections). The demand is adjusted by 
multiplying it by the headway and other adjustment fac-
tors. 

For the opposite of a home-based trip end or for the 
typical non-home-based On or Off passenger in a section, 
the equation would be 

Offs in a section = [d' (work) SMH + e' (shop) SMH 

+ f' (school) SMH + g' (UT) SMHI AF 	 (2) 

where 

SMH = [a (target household3 ) + b (other house- 
hold1) + c (transfer locations3 )] HF3, 

= all up-route sections, 
a, b, c = model coefficients, and 

d', e', f', g' = estimated coefficients. 

In this typical equation for the other end of the trip, 
the destinations in a section are a function of the employ-
ment in that section and the number of households in all 
sections up-route of that location. The up-route house-
holds are weighted by the coefficients for the equations 
developed for the other end of the trip. In turn, in the 
equation for the other end of the trip, the SMA factor 
(sum of the attractions) is composed of attractions (work, 
shop, and so on) weighted by the coefficients from this 
non-home-based equation. 



45 

MODEL RESULTS TO DATE 

A feasibility study was carried out in Austin, Texas, in 
the spring of 1975. Boarding and alighting data were 
gathered and the model coefficients were calibrated to 
these ridership data by means of linear regression anal-
ysis. The adjustment factors were developed from a 
review of the literature. The results of the Austin fea-
sibility study can be summarized as follows: 

It was found that linear regression can be used to 
calibrate the coefficients for the model. This will make 
data collection for the model a matter of collection of 
On and Off data by section for each route. 

The model equations (Tables 1 and 2) had reason-
able coefficients. For the higher income (other) house-
holds, the coefficients were about 25 percent of those 
for low-income (target) households. The coefficients 
for the home end of the trips were all statistically sig-
nificant and had consistent values during the whole cal-
ibration procedure. The coefficients for the attraction 
variables were not as consistent, perhaps due to the 
measurement difficulties in determining the employment 
and other attraction inputs. 

Examination of residuals indicated no unexplained 
variance in terms of comparisons between routes, dis-
tance from the CBD, income levels, and so on. This 
was also taken as a verification of the headway adjust-
ment factor, which varied from 1.0 to 0.3 for the test 
sections (15-min and 1-h headways respectively). 

There was an expected similarity between coef-
ficients of the vaiious equations. For instance, the Ons 
in a section in the morning peak and the Off s in a section 
in the evening peak should have similar coefficients. 
Examination of Equations Al and A2 in Table 1 shows 
that this is the case. 

The development of the model is continuing in the 
Kitchener-Waterloo study, which is sponsored by the 
Ontario Ministry of Transportation and Communications 
and Kitchener Transit. Special attention is being pald  

to the measurement of the attractor variables and the 
estimation of the associated coefficients. The study will 
look at the consistency of the household coefficients for 
two quite different cities. Tests of model prediction 
ability for maximum load points and overall route rider-
ship will be carried out. In addition, the model will be 
tested in a before -and -after situation for a series of 
changes in route locations, route headways, and hours 
of service that are being implemented by K.itchener 
Transit. This should clearly indicate the model's po-
tential for use as a management tool. 

CONCLUSION 

The recent trend to heavy subsidies for transit systems 
has signaled a change in the underlying objective from 
one of economic efficiency to one of maximizing the 
number of users of transit, by time of day, within a 
reasonable level of subsidy. This shift in objective has 
resulted in a change in the methods of managing transit 
systems as well as in the nature of transit service oper-
ations. These changes have resulted in a lack of infor-
mation and data on the effects of policy changes. 

A transit demand model is needed as a policy tool 
to monitor the effects on ridership of policy changes in 
transit systems. The proposed model is simple in 
structure, follows well-proven theories, and includes 
as variables all the major policy variables. The model 
provides a framework for data collection that will en-
sure that the effects of policy changes can be detected. 
Only by measuring all the variables that affect transit 
ridership is it possible to isolate the effects of a specific 
policy variable. Feasibility studies to date indicate that 
the proposed model does provide a framework that is 
adequate to the task. 

Ongoing research is aimed at the development of a set 
of model coefficients and adjustment factors that will be 
consistent between routes and cities. This would provide 
the basis for a transit demand model that would be very 
beneficial in achieving the new management task. 

Using Sales Tax to Support Low-Fare 

Pricing of Transit Services in Atlanta 

John W. Bates, Research and Development, Metropolitan Atlanta Rapid Transit Authority 

On February 17, 1972, the Metropolitan Atlanta Rapid 
Transit Anthority (MARTA) initiated implementation of 
its short-range transit improvement program through 
acquisition of the privately owned Atlanta Transit Sys-
tem, Inc., which was and had been for many years the 
only significant supplier of public transportation services 
in the Atlanta metropolitan area. On March 1, 1972, 
MARTA lowered fares from the previous 40-cent base 
fare with a 5-cent transfer charge to a 15-cent flat fare 
with free transfers. 

The reduction in fare was included in the development 
of MARTA's overall financial planning. The primary in- 

come source for implementation of the $2.1 billion tran-
sit development program is a 1 percent sales and use tax 
levied in the two-county implementation district. To 
overcome the inequity of a regressive sales tax, a policy 
of maintaining low fares was established, and both sales 
tax and fare revenues were applied to meet development 
and operating costs. 

Some increase in transit patronage was expected as a 
result of the fare reduction. The forecast was based on 
the historical marginal elasticity of fares in Atlanta, 
which indicated that, for an increase or small decrease 
in fare, total volume declined or rose approximately 
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0.25 percent for every 1.0 percent change in fare. Orig-
inal estimates for the ridership increase were on the 
order of 12 percent, which was significantly exceeded 
immediately. The first week of reduced fares resulted 
in a ridership 18.5 percent higher than the volume es-
timated at previous fares. For the 12 months ending in 
February 1973, ridership was 23 percent higher than in 
the previous 12-month period and 28 percent higher than 
the forecast for the same period at continued higher 
fares. A survey of riders conducted in November 1972 
indicated that the increase in ridership was 30 percent, 
taking into account new riders and additional old-rider 
trips versus continuing old-rider trips. The November 
1972 survey showed very interesting changes in the com-
position of transit ridership that resulted from the re-
duced fare. 

CHARACTERISTICS OF RIDERSHIP 

Overall transit ridership increased 30.2 percent; 91 per-
cent of the increase was due to new-rider trips. On 
weekdays, the increase was 28.0 percent and was due 
entirely to new-rider trips. On Saturdays, transit rid-
ership increased 41.0 percent; more than half of the in-
crease was due to new-rider trips. The largest increase 
in ridership occurred on Sundays- an increase of 78.8 
percent, due almost two-thirds to increased trip making 
by old riders. The volumes of ridership developed from 
the survey within each of these classifications are shown 
in Table 1. 

When asked whether the reason for their change to 
transit was due to the fare, service, or other reason, 
half or more of all new riders said it was the fare (56.2 
percent of new weekday riders, 49.3 percent of new Sat-
urday riders, and 53.1 percent of new Sunday riders). 
Further details of the responses are shown in Table 2. 

The structure of the survey questionnaire assumed that 
either fare or service would be the reason for change of 
mode. The large proportion who responded otherwise 
strongly indicates that there is not a simple dichotomy 
but a severe overlapping of fare and service considera-
tions in the decision to switch to transit. The initial 
inference that might be drawn is contrary to previous 
research and, in some measure, to intuitive reasoning. 
The magnitude of the response in the "other" category 
clearly indicates that no definitive conclusion should be 
drawn from this study. It cannot be concluded that ser-
vice improvements are of small significance in increas-
ing transit ridership. It can be concluded, however, 
that in Atlanta, as a result of increased public awareness 
of reduced fares and only limited implementation of 
major service improvements at the time of the survey, 
fare was the primary single reason for increased rider-
ship. 

On a typical weekday, 41.8 percent of new riders had 
previously made the same trip by driving an automobile. 
An additional 21.9 percent of the new weekday riders had 
previously made the same trip by riding in an automobile 
driven by someone else. In total, almost two-thirds 
(63.7 percent) of the new riders each weekday had made 
the same trip in an automobile either as a driver or as 
a passenger (Table 3). About 21 700 automobiles were 
removed from the streets, either entirely or at least 
for the primary portion of the trip during the weekday. 
The breakdown by time period within the day is shown 
below. 

Time of Day Number Percent 

6:00 to 9:00 am. 5000 23.0 
9:00 am, to 3:00 p.m. 5600 25.8 
3:00 to 6:00 p.m. 7 500 34.7 
Remainder of day 3 600 16.5 
Total 21 700 

An additional point of interest is that 21.5 percent of 
the trips by new weekday riders were not made before 
the rider made the trip on transit. On the weekend, al-
most one-third of the new riders had previously made 
the trip by driving an automobile; almost half of the new 
riders had previously made the trip either as driver or 
as passenger in an automobile. Also, approximately 
one-fourth of new weekend riders made trips that they 
had not made before the MARTA program was initiated. 

Comparing new and old riders on the weekday, nearly 
two-thirds (64.3 percent) of the new riders were between 
ages 18 and 35, while only half (48.2 percent) of the old 
riders were. With increasing age, the proportion of new 
riders to the total transit-rider population declined, em-
phasizing the conclusion that transit has been made at-
tractive to a different segment of the population. The 
1970 population figures for Fulton and DeKa.lb  counties 
combined indicated that 25.7 percent of the total popula-
tion were between the ages of 18 and 34 and 38.3 percent 
were 35 and older. Although old riders generally fol-
lowed the areawide age distribution, new riders showed 
a different age distribution. 

New riders were almost equally divided between male 
(48.9 percent) and female (51.1 percent). This is very 
close to the 1970 population figures for Fulton and DeKalb 
counties (males- 47.7 percent, females- 52.3 percent). 
In contrast, among old riders there were almost twice as 
many female riders (64.9 percent) as males (35.1 percent). 
The distribution of new riders was nearly the same as 
that of the total population. 

Among the new riders, 60.8 percent were black and 
39.2 percent were white, whereas among old riders 72.1 
percent were black and 27.9 percent were white. Among 
all riders, 70.4 percent were black and 29.6 percent were 
white. This is the reverse of the 1970 racial distribution for 
Fulton and DeKaib counties, which showed 71 percent 
white and 29 percent black and other. Although the new 
riders did show a larger proportion of white riders than 
old riders had, the total was still not representative of 
the entire service-area population. 

Of those who reported their family income level (84.8 
percent of the new riders and 82.8 percent of old riders), 
30.4 percent of new riders had family incomes of more 
than $10000, whereas only 21.2 percent of old riders 
did. The 1970 census figures show that 53.6 percent of 
the families in the two counties have incomes of more 
than $10000. While transit has been made more attrac-
tive to higher income riders, the income distribution of 
old and new riders is still far from representative of the 
income distribution of the entire service area. 

More than half (55.7 percent) of the new riders re-
ported that no automobile was available for their trip 
either as driver or passenger; this was true for nearly 
three-fourths (72.3 percent) of the old riders. Only one-
fourth (27.7 percent) of the new riders had no family 
automobile, compared with nearly half (45.5 percent) of 
the old riders. It is interesting to note that the 55.7 per-
cent of new riders who indicated they were transit cap-
tives corresponds closely to the 58.2 percent of new 
riders who previously either were automobile passengers 
(21.9 percent), used some other type of vehicle (10.3 
percent), walked (4.5 percent), or did not previously 
make the trip (21.5percent). A much larger percentage 
of new riders than of old riders had automobiles in their 
families and had automobiles available to them for their 
trip but selected transit on a basis of choice. 

Nearly half (48.1 percent) of the new-rider trips were 
for reasons other than going to and from work, while 
slightly more than one-third (37.7 percent) of the old-
rider trips were for purposes other than work. This 
indicates a higher mobility and freedom to make non-
work trips among new riders. 
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Nearly three-fourths of both new (73.8 percent) and 
old (70.9 percent) riders walked to the bus. Only 16.1 
percent of the new riders transferred among buses, com-
pared with 20.8 percent for old riders. Only 3.2 percent 
of new-rider trips were part of a park-and-ride journey; 
only 1.6 percent were so among old-rider trips. Almost 
equal proportions of new (5.0 percent) and old (6.0 per-
cent) riders reached their buses by riding with someone 
driving an automobile. While the number of park-and-
riders was a small percentage of the total ridership, it 
should be noted that 4600 weekday transit trips were made 
by persons who drove an automobile to a bus stop and 
took transit for a portion of the trip. All of this parking 
was done on an informal basis with no provision of lots 
by MARTA. 

MARTA has since completed three formal park-and-
ride facilities on the east and north of the central city. 
These three facilities contain a total of 880 parking 
spaces and are currently used at a rate of about 525 ve-
hicle s/weekday. 

When new riders required a transfer, only 5 percent 
made more than one transfer, while 16 percent of old 
riders who transferred made more than one transfer. 
This indicates that new riders did not make trips requir-
ing transfers as often as old riders, and, when transfers 
were required, a much smaller proportion of new riders 
made more than one. New riders were more likely to 
use park-and-ride facilities for access to transit, but 
new and old riders showed almost equal propensity to 
ride to transit as automobile passengers. There may 
well be a correlation between the higher use of park-
and-ride and kiss-and-ride activity and the lower trans-
fer rate for new riders. Since they have higher rates of 
automobile ownership, the new riders had more flexi-
bility to drive to a transit line that provides more direct 
service, thereby reducing the need to transfer; old 
riders, who did not have as high a rate of automobile 

Table 1. Composition of increase in 
ridership. 

Continuing 
Day 	 Old Riders 

availability, were forced to use the closest transit line 
regardless of the transfer requirements. 

PUBLIC ECONOMIC ASPECTS 

Much has been made of the magnitude of the increase in 
transit ridership following fare reduction and the fact that 
new riders (people who did not use transit on a regular 
basis prior to the fare reduction) were predominantly from 
higher income groups and were not the traditional lower 
income people who are assumed to form the primary 
market for transit services. However, in spite of the 
attraction of new market segments to transit, the overall 
composition of transit ridership did not change signifi-
cantly, and increased weekend ridership was predomi-
nantly made up of additional trips by previous riders. 

The record of MARTA's ridership for the 3-year 
period from July 1972 through June 1975 showed 
166 000 000 revenue passengers, 46 700 000 transfer pas-
sengers, and a total of 212 700 000 total riders. 

This analysis deals only with the operation of reg-
ular revenue services. Charter, sightseeing, and 
other special services are not included in the passenger 
totals or in financial figures. The 166 000 000 revenue 
passengers represent the actual number of origin-to-
destination trips on the system. Summary financial fig-
ures for the 3-year period are presented below. 

Item 	 Amount ($) 

Total sales taxes received 145 300 000 
Total sales taxes applied to operations 52 000 000 

Total operating revenue 27 500 000 
Less nonpassenger revenue 3 200 000 

Net passenger revenue 24 300 000 

Total operating costs 80 300 000 
Less cost of charter, contract, and 

special services 2 000 000 
Net revenue service costs 78 000 000 

	

Induced Old Riders 	New Riders 	 Total 

	

Percent 	 Percent 	 Percent 
Number Increase Number Increase Number Increase 

Each weekday 	185 000 	- 	- 	 52 000 	28.0 	 237 000 	28.0 
Saturday 	 81 000 	6000 	19.6 	 18000 	21.4 	 115 000 	41.0 
Sunday 	 24 000 	12 000 	50.0 	 7 000 	28.8 	 43 000 	78.8 
Seven-day week 	1 031 000 	28000 	2.7 	283 000 	27.5 	1 342 000 	30.2 

Table 2. Stated reason for change to or increased use of transit. 

Reason 

weekday 

New Riders 

Number Percent 

Saturday 

New Riders 

Number 	Percent 

All Riders 

Number 	Percent 

Sunday 

New Riders 

Number 	Percent 

All Riders 

Number 	Percent 

Fare only 29 100 56.2 8 600 	49.3 40 100 	34.9 3700 	53.1 15 100 	35.1 
Service only 1 500 2.9 500 	2.8 2 800 	2.5 200 	3.0 600 	1.4 
Other 21200 40.9 8300 	47.9 71 900 	62.6 3000 	43.9 27300 63.5 

Total 51 700 17 400 114 800 6900 43 000 

Table 3. Previous travel mode for new 
riders. 

Weekday Saturday Sunday 

Previous Mode Number Percent Number Percent Number Percent 

Automobile driver 21 600 41.8 5 800 33.2 2100 29.7 
Automobile passenger 11 300 21.9 3 300 	. 18.8 1500 21.3 
Other vehicle 5 400 10.3 1 900 11.1 400 6.4 
WalkIng 2 300 4.5 1 300 7.7 1100 15.5 
No trip 11200 21.5 5100 29.2 1900 27.1 

Total 51 800. 17 400 7000 
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Table 4. Number of weekly transit trips by 
Percentage 

income group. Each Seven-Day of Total 
Income (5) Weekday Saturday Sunday Week Trips 

Less than 5 000 67 400 40900 16 500 394 100 36.5 
5 000 to 9 999 74 000 37 900 13 600 421 600 39.0 
10000 to 19 999 40 000 13 700 3 900 217 800 20.2 
20 000 and higher 8 600 3200 900 46900 4.3 

Total 190 000 95 700 34 900 1 080 400 

Table 5. Distribution of sales tax burden and contribution to operating subsidy by income group 

Sales Tax Tax Contribution to 
Estimated Total Estimated Revenues Operating Subsidy (5) Percentage 
Annual Sales Sales Tax for Dtstrtbution Applied to Transit of Annual 

Number of Tax per 3-Year Period of Burden Operating Costs Per 	Per Family! Family 
Income (5) Families Family (5) (5) () (5) Family 	Year Income 

Less than 5 000 46 200 33 4 600 000 8.2 4 300 000 93 	31 1.2 
5 000 to 9 999 73 800 63 13 900 000 25.0 13 000 000 176 	59 0.8 
10 000 and higher 137 900 90 37 200 000 66.8 34 700 000 252 	84 0.6 

Total 257 900 55 700 000 52 000 000 202 	67 0.6 

Table 6. Estimation of number of transit-user families by income 
group. 

- 	 Transit-User 	 Percentage of 	Percent- 
Families 	 Transit-User 	age 

Families in 	of Total 
Income Cs) 	 Number 	Percent 	Income Group 	Families 

Less than 5 000 33 900 	36.5 	73.5 13.2 
5 000 to 9999 36 300 	39.0 	49.2 14.1 
10 000 and higher 22800 	24.5 	16.5 8.8 

Total 93 000 36.1 

The balance of revenues to match the total operating 
costs were derived from other sources and are not m-
cluded in this analysis. During the 3-year period, the 
average cost per revenue passenger was $0.47, a sub-
sidy rate of 69 percent. 

The fact that the average revenue per revenue pas-
senger was $ 0.146, which is less than the 15-cent fare, 
should be noted. During this period, school trips re-
quired only a 10-cent fare. Some 41 000 school trips are 
carried by MARTA each school day. The reduced school 
fare was terminated before the beginning of the 1975-
1976 school year. 

In order to assess the share of sales tax paid by 
people in various income groups and to estimate the 
benefits they received, it is necessary to stratify the 
total number of revenue trips by income group and to 
estimate the number of families in each income group 
who are transit-user families. Table 4, based on the 
findings of MARTA's fare reduction research study, 
shows the number of weekly trips made by people in each 
of four income groups, as determined from the on-board 
passenger survey performed in November 1972. The 
percentage distribution of weekly trips was derived from 
this, and those percentages are applied below to the total 
ridership for the 3-year period to derive passenger es-
timates for each income group (in further computation 
and tabulation, the two higher income groups are com-
bined in order to correspond to groupings used by the 
U.S. Bureau of the Census). 

Trips 

Income (5) 	Number 	Percent 

Less than 5000 	60 600 000 36.5 
5000 to 9999 	64 700 000 39.0 

Trips 

Income ($) Number 	Percent 

10000to19999 33500000 	20.2 
20000 and higher 7 100 000 	4.3 

The 1970 census reported a total of 257 900 families 
and unrelated individuals within Fulton and DeKalb coun-
ties. The income distribution of these families is shown 
below. 

Families 

Income Cs) 	 Number 	Percent 

Less than 5000 	46200 	17.9 
5000 to 9 999 	73 800 	28.6 
10000 and higher 	137 900 	53.5 

These distributions and estimates of sales tax payments 
per family in each income group are shown in Table 5. 
When these percentages of the tax burden are applied to 
the allocation of the total sales tax revenues to transit 
operating costs, the estimated contribution to the oper-
ating subsidy for each income group is obtained. The 
contribution per family per year represents a smaller pro - 
portion of income as income increases, which verifies that 
the sales tax is regressive. However, no consideration 
has yet been given to the compensating effect of the low 
fare. 

To properly consider the effects of the low fare in 
compensating for the regressiveness of the sales tax, 
it is necessary to divide the families in each income 
group into transit-user and non-transit-user families. 
Among the 1239 households surveyed in the home inter-
view phase of the fare reduction research study, 447 
transit-user families were found. Application of the 
expansion factor of 208.13 (derived from the number of 
households surveyed) produces an estimate of 93 000 
transit-user families. Assuming the same percentage 
distribution by income group as was found among on-
board passengers, the number of transit-user families 
is estimated as shown in Table 6. 

To test the equity aspects of the Atlanta plan, the ob-
served results were compared with two other alternatives. 
The first posited no transit trips and assumed that the trips 
actually made by transit were made by private automobile 
for both transitusers and nonusers. Assuming aconserva-
tive average trip lengthof 8 km (Smiles), at a cost of 9.4 
cents/km (15 cents/mile), each one -way trip would cost 75 
cents. The annual number of transit trips actually made per 



Table 7. Annual net benefit to transit-user families. 

3-Year Tax Total Net Annual Net Percentage 
Contribution to 3-Year 3-Year Value 3-Year Net Benefit! Benefit! of 

3-Year Fare Operating Cost Total Cost Received Benefit Family Family Annual 
Income ($) Cost ($1 ($) ($1 ($) ($1 (5) (5) Income 

Less than 5 000 8900 000 3 100 000 12 000 000 28 600 000 16 600 000 488 163 6.5 
5 000 to 9 999 9 500 000 6 400 000 15 900 000 30 600 000 14 700 000 404 135 1.8 
10000 and higher 5 900 000 5 700 000 11 600 000 19 200 000 7 600 000 329 110 0.7 

Total 24 300 000 15 200 000 39 500 000 78 400 000 38900 000 416 139 1.8 
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family during the 3-year period averaged 595; if these 
trips had been made by automobile, the annual cost per 
family would be $446. The percentage of annual income 
required to meet this cost is shown below; it is obvious 
that this alternative is highly regressive. 

Percentage of 
Income ($) Annual Income 

Less than 5000 17.8 
5000 to 9 999 5.9 
10000 and higher 3.0 

Total 4.2 

The second alternative is that of the traditional model 
for financing public improvements, in which taxes are 
used only for capital expenditures and operating costs 
are borne wholly by user charges. Under this condition 
each transit trip would be charged a full or break-even 
fare, in this case $0.47. Given the 3-year operating 
cost cited above of $78 300000, the per-family average 
annual cost for the 93 000 transit-user families is $280, 
which is lower than the private automobile alternative. 
As indicated by the percentage of annual income required 
to meet the cost, this is still highly regressive but not 
so much as the automobile alternative. 

Percentage of 
Income ($) Annual Income 

Less than 5000 11.2 
5000to9999 3.7 
10000 and higher 1.9 

Total 2.6 

However, comparison with the sales tax and low tran-
sit fare alternative, shown in Table 7, indicates that 
transit-user families actually receive a net benefit- rang-
ing from 6.5 percent of annual income for the lowest in-
come families to 0.7 percent for the highest income 
families. 

It might be argued that it is improper to assign the 
total difference between the cost of the trip provided and 

the actual sales tax plus fare cost as a benefit on the 
basis that, if the fare were higher, the total number of 
trips made would be fewer. However, the actual cost 
of the trip provided is the actual value received, which 
is less than the cost of the primary alternative, i.e., 
the private automobile. Also, the fare reduction re-
search study indicated that 93 percent of all transit trips 
made under the reduced fare had been made previously 
by transit at a fare slightly below the actual cost over the 
3-year analysis period. Only 7 percent of transit 
riders had previously used some other mode, primarily 
private automobile or taxi, both of which are substan-
tially more costly than the full cost of the transit trip. 
For this reason the benefit has been assigned in the 
manner shown. 

CONCLUSIONS 

The Atlanta low-fare and sales tax transit pricing expe-
rience leads to two primary conclusions. First, low 
systemwide fares attract additional transit riders, sig-
nificantly from previously nontransit markets. Second, 
with a low fare, subsidy drawn from sales tax results 
in a progressive tax structure with desirable income-
transfer effects. Transit service is undeniably impor-
tant, and continued improvements to service are neces-
sary. However, service improvements are local in 
nature, relatively small in proportion to the total sys-
tem, and often indistingui.thable. Free or heavily pro-
moted low fares are systemwide and highly visible. 
Survey data indicate in Atlanta that low fares attracted 
riders who then discovered the quality of transit service 
that was already available. 

Subsidy is apparently necessary. High and increas-
ing fares that minimize subsidy requirements not only 
fall to attract riders from the traditional nontransit seg-
ments but also price out and penalize traditional transit 
riders. A pricing system such as that used in Atlanta 
apparently overcomes that problem and results in both 
more riders and desirable subsidy effects. 
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Alan A. Walters, Transportation and Urban Projects Development, International Bank for Recon-
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It is now more than 20 years since the first sugges-
tions were advanced that the price of using the, city 
streets should reflect the costs, including the additional 
congestion costs of other vehicles. So far only one 
major city of the world, Singapore, has actually intro-
duced a more or less comprehensive road pricing 
scheme. Others have taken some pertinent measures 
such as increasing the parking fee in central areas and 
are discussing further applications. Many cities, how-
ever, are resolutely set against such pricing restraints. 

This might be considered a tortoise pace, but I think 
such an imputation would be unfair. 'The ideas have be-
come very widely accepted, even among the bitterest 
professional critics. Even the technology and adminis-
tration of such schemes are becoming well known and, 
although there are still problems, there is really little 
cause for concern that implementation may prove to 
make things worse. But the main and abiding failure 
has been on the political front. So far as I am aware, 
road pricing has never been embraced by a political 
party in a democratic environment. Road pricing has 
been the progeny of the technocrat or even the adminis-
trator, but politicians have generally disowned it. 

This is indeed evident in the papers presented here. 
The federal government has provided tempting funds to 
explore the potentials and the Secretary of Transporta-
tion has urged cities to adopt measures of restraint 
by pricing. But the debutantes have been reluctant. 

Why? I think that the overall appeal of road pricing 
is to efficiency and avoidance of waste. These are less 
attractive goals than the shrill calls for compassion and 
doing good by redistributing income from the undeserv-
ing rich to the deserving poor. Road pricing gives no 
politician the opportunity for displaying his moral supe - 
riority, nor does it enable him to pay off political debts. 
It probably benefits a very large fraction of the com-
munity to a moderately small degree at the expense of 
injuring'a very vocal minority. But it is the minority 
who make the noise -and, like donkeys, politicians have 
large ears. 

Clearly we need some system of bribing the minority 
to go along with proposals for road pricing. There are 
various ways that might be tried. In Los Angeles one  

of the main tasks of the planning team was to identify 
negative impacts that might be due to misunderstanding, 
bad planning, or simply unforseen contingencies. An-
ticipating trouble and preparing a necessary, if not a 
sufficient, answer are one condition for successful im-
plementation. And since the negative impacts are likely 
to be different for each community, this suggests that 
only the most pragmatic measures can be adopted. But 
what measures can be used to mollify opposition or bring 
around those opposed to active support or at least pas-
sive acceptance? 

The most dramatic and complete solution would be to 
develop a system such that the disaffected motorists 
would be better off than under the unpriced system. The 
authorities would "buy" their votes for road pricing. 
This is generally thought to be an infeasible arrange-
ment—partly because of legal constraints but also be-
cause of the enormous difficulties in implementation, 
not to mention moral objections to such shenanigans. 

The majority opinion seems to favor the approach of 
trying to persuade the majority that it is in their inter-
ests to have some constraints. It is anticipated that, 
in spite of the opposition of the disaffected minority, the 
appropriate measures will be introduced. Many doubt 
that such persuasion will be effective. If one examines 
the lessons of history, such as the repeal of the Corn 
Laws in 1832 in Britain (a measure that benefited the 
many consumers to the discomfiture of a few landowners' 
and farmers), one finds that it was a long intellectual 
conversion rather than a surge of popular sentiment that 
ushered in the free trade era. It is not possible to dis-
cern a similar intellectual and political conversion to 
road pricing. We live in an age that distrusts the free 
market pricing mechanism and that blames it, quite 
unjustly and without foundation, for many of the evils 
that afflict society. We live in an age of booming bu-
reaucracy in which solutions are sought in planning re-
strictions, regulations, and directives rather than in 
pricing mechanisms. Life for the urban motorist is 
likely to be made unendurable by bureaucratic muddle 
rather than more highly taxed by a rational and efficient 
road authority. 
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The Uses and Limits of Bridge Pricing in the San 
Francisco Bay Area 

Jerome M. Kuykendall, Golden Gate Bridge, Highway and Transportation District, San Francisco 

In the San Francisco Bay area there are two major 
travel corridors that cross bridges and therefore lend 
themselves to bridge pricing. They are the San 
Francisco -Oakland Bay Bridge and the Golden Gate 
Bridge. At the Bay Bridge, exclusive lanes for buses 
and car pools have been in operation through the con-
gested toll plaza since December 1971. These exclusive 
priority lanes had the incentives of a 5-min time advan-
tage and a 40-cent/d (commuter ticket price) toll saving.' 
This resulted in doubling the number of car pools from 
1000 to 2000 during the 6:00 to 9:00 a.m. peak period. 
The average automobile occupancy increased by about 
8 percent while the number of bus passengers showed 
no measurable difference. The total number of vehicles 
using the bridge during the peak period remained un-
changed at about 23 000. In other words, the bridge was 
able to carry more people with the same number of 
vehicles. 

In May 1972, in order to meet bond indenture require-
ments, it was necessary to reimpose some sort of toll 
on the car-pool vehicles. This was done by means of 
a car-pool card that had a cost prorated at $1.00/month 
($0.05/day). The result of this was to eliminate 230 
car pools (10 percent) and move about 400 car-pool 
vehicles back into the' nonpriority lanes. 

In March 1975, the bonds were paid off and car pools 
that used the priority lane reverted to toll-free status. 
This resulted in an increase of 240 car pools above those 
counted in October 1974, shortly after Bay Area Rapid 
Transit (BART) began service across the bay. Table 1 
provides a history of how volumes of traffic and auto-
mobile occupancies have changed during the time the 
car-pool lane has been in operation. Note that, in Octo-
ber 1975, peak-period traffic was about the same as it 
had been in early 1972, ,shortly after the car-pool lane 
had begun operation. 

With the recent passage of Assembly Bill 664, the 
Metropolitan Transportation Commission (MTC), the 
regional planning organization, has been given the power 
to set tolls on San Francisco Bay's state-owned bridges. 
MTC is now considering the importance of its new re- 

sponsibility. Since the Bay Bridge corridor is multi-
modal, the options for bridge pricing are particularly 
interesting. MTC's ability to formulate a pricing policy 
in view of the multiple agencies and interests will also 
prove interesting to those concerned with transportation 
pricing programs and policies. 

The Golden Gate Bridge, Highway, and Transportation 
District is unique in that it is a single entity that pro-
vides multimodal service through a single corridor. The 
only reasonable travel alternatives from the North Bay 
counties to San Francisco are to use the Golden Gate 
Bridge District's bus or ferry systems or to go by auto-
mobile over the Golden Gate Bridge through its toll 
gate. 

Bridge pricing as a policy alternative and operating 
tool has only recently become a matter of serious con-
sideration. Previously, travel behavior was influenced 
primarily through regulation of available transit. That 
is, very convenient, comfortable, and inexpensive tran-
sit was provided to reduce automobile travel, and then 
transit growth was restrained to maintain a desired bal-
ance. 

Because of increasing transit operating costs, ways 
of increasing Golden Gate Bridge District revenues be-
came important in early 1975. Revenue generation de-
veloped into interest in multimodal pricing, including 
bridge pricing. The Golden Gate Bridge District has set 
about developing, through its consultants, McDonald and 
Smart, Inc., a multimodal pricing policy simulation 
model to aid in comparing alternative futures. The proj - 
ect is federally funded and is also being considered for 
adoption in the Oakland-Bay Bridge corridor. 

There are therefore two major corridors in which 
bridge pricing can be used as a tool to influence auto-
mobile and transit use. In addition, work has begun to 
permit the technical evaluation of alternatives. The 
question is whether bridge pricing will ever be used. 

When the Golden Gate Bridge District went through 
a series of three public hearings on raising tolls and 
transit fares, there was opportunity to receive some 
public input on the concept of bridge pricing. Unfortu- 

Table 1. Vehicles crossing the Bay Bridge westbound, all lanes, 6:00 to 9:00 a.m. 

Date Condition 

Car Pools 

Number Occupancy 

Total Vehicles 

Automobile 
Number 	Occupancy 

November 1971 ,Before car-pool lane was put in. operation 1140 3.47 23 000 1.33 
March 1972 After car-pool lane had started (free pas- 

age for car pools) 	 , 2280 3.53 23 000 1.44 
May 1972 With car-pool card (50/d) for car-poollane 2050 3.55 23 000 1.43 
July 1974 During transit strike - - 24 100 1.75 
September 1974 After transit strike and before BART 

started 2220 3.92 23 000 1.49 
October 1974 After BART started 1800 3.57 21 800 1.42 
April 1975 After free passage for car pools was 

restored 2040 3.61 21 900 1.43 
October 1975 One year after BART began operation 2220 3:47 22 600 1.44 

'Three or more persons pet automobile 
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nately, the hearings were so heated emotionally on so many 
issues that clear reading was not possible. Nevertheless, 
it appeared that the public was suspicious of the concept. 
Although giving certain travelers (i.e., cars with three 
or more passengers) free passage was usually considered 
acceptable, putting a surcharge on single-occupant cars 
was often considered discrimination and as unconstitu-
tional and undesirable as wiretapping. Politicians 
seemed particularly vulnerable to such arguments. 

Through an effective pricing policy, the Golden Gate 
District could financially support a balanced and inte- 

grated transportation system. Without an inventive pric-
ing policy, the district cannot as effectively influence 
automobile and private car or van poolers. It must rely 
on highly attractive transit systems to control automobile 
use and balance its systems. In the end, the Golden Gate 
Bridge District may not be able to generate enough rev-
enue to support its operations. 

The key to moving forward is widespread public dis-
cussion of the potential benefits that a pricing policy can 
produce when it is properly integrated with an overall 
transportation strategy. 

Implementating a City Congestion-Pricing 

Demonstration: Overcoming the Hurdles 

Thomas Higgins, Public Policy Analyst 

I first became interested in the pricing of roads during 
congested periods while I was doing transportation policy 
analysis for the California legislature in 1975. I did 
several studies for the legislature on various types of 
transit systems and became convinced that none of the 
systems examined— automated guideways, demand-
responsive modes, various rail systems—had much po-
tential for alleviating congestion or pollution unless it 
was coupled with some form of restraint on the auto-
mobile. 

As a result, I was drawn to the work of the Urban 
Institute, which was examining the possibility of demon-
strating an efficient restraint measure— congestion pric-
ing. Since I joined the Urban Institute as a consultant, 
one of my main responsibilities has been to assess the 
feasibility of demonstrating an areawide or corridor-
pricing scheme in some western cities. As a result of 
my assessment work in Seattle, Portland, Berkeley, and 
San Francisco, I have formed certain suggestions and 
hunches on the issues of demonstrating congestion 
pricing. 

CONCERNS ABOUT CONGESTION 
(OR ROAD) PRICING 

The scheme that the Urban Mass Transportation Admin-
istration (UMTA), through its Service and Methods 
Demonstration Program, is hoping to demonstrate is 
one that covers a congested area or zone rather than a 
particular corridor (such as a bridge) or a spot (such as 
an arena). Thus, in talking with decision makers, plan-
ners, and so on, I and others at the Urban Institute have 
discussed the use of window stickers to regulate peak-
hour use of primarily single-occupant vehicles moving 
into, within, and across a congested zone (the areawide 
approach) or just across the zone cordon (cordon ap-
proach). Typically we have discussed the possible ap-
plication of the scheme for at least $1.60/d. We have 
stressed that UMTA can help to provide transit to the 
zone to take up diverted demand; explained the use of 
revenues to directly compensate the poor or other ad-
versely affected parties; pointed to Singapore to reas-
sure cities that enforcement is possible; argued that the 

impacts on business interests are uncertain but that busi-
ness might benefit from the scheme, as seems to be the 
result with automobile -free zone sin Europe; and offered 
UMTA demonstration assistance to pay for site -specific 
designing and planning work, the stickers, enforcement 
staff, and evaluation study to accompany any demonstra-
tion. Thus far we have created some interest, but we 
have also uncovered many concerns. 

Congestion may not be sufficiently bothersome to 
motorists or decision makers to justify what, at first 
glance, looks like an approach that has many uncertain 
effects. Also, congestion in some cities is worse on 
arteries that lead into the central business district (CBD) 
than it is in the CBD itself, in which case areawide or 
cordon schemes might not be best. 

The effects on business are uncertain, but business 
is sure to object, particularly parking interests. Like-
wise, the poor, packed onto transit vehicles (even im-
proved transit vehicles) will undoubtedly be angered as 
the lone rich drive by in automobiles. 

UMTA probably cannot sufficiently improve tran-
sit into the zone through capital and operating grants. 
Revenues will be generated from the scheme, but perhaps 
not enough or quickly enough to do the job, in which case 
the peak-hour loading problem of transit use is exacer-
bated. 

Being the first U.S. city to implement the concept 
would be difficult because of unforeseen failures and side 
effects. For example, the Singapore corridor scheme 
relies on mailing citations. It is doubtful that would work 
here. 

COPING WITH PRICING CONCERNS 

I would like to suggest some ideas for coping with these 
concerns of localities and making implementation of an 
UMTA pricing demonstration more likely. Some sugges-
tions relate to what we need to start doing and others to 
what we need to stop doing. 

First, we need to recognize that the problems of im-
plementing a congestion -pricing demonstration will not 
be overcome by continued talk of efficiency, optimization, 
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and maximization of social benefits. The focus of econ-
omists and analysts must turn toward political, institu-
tional, and implementation analysis if congestion pricing 
on roads is to have any chance of taking place. All of 
us would do well to begin reviewing— if we have not al-
ready— the new and growing body of literature on the 
politics of implementation. We should also involve de-
cision makers in interviews, discussions, and work-
shops on pricing proposals. Analysts and program man-
agers may know a lot about the theory of road pricing 
but have a lot to learn about how theory does and does 
not come to be implemented. The literature on imple-
mentation is not well developed, but it can sensitize us—
as can decision makers— to common problems and pos-
sible solutions in implementation (1). 

Second, and more specific to congestion pricing, it 
is clear that a first requirement for the implementation 
of any pricing scheme is that it attack a problem per-
ceived by motorists and decision makers. Areawide and 
cordon schemes are better suited to clogged business 
district networks than to specific arteries or bridges. 
At least in several western cities, it is arterial conges-
tion, particularly commuter congestion leading into and 
out of cities, that is often perceived as the greatest 
problem. Pricing is still a good solution to these prob-
lems and compares well with ramp metering, roadway 
expansion, or certain traffic management techniques. 
Hence, UMTA program managers must be willing to 
consider plans other than downtown areawide or cordon 
schemes if cities are to become interested. In San 
Francisco, where there is long-standing vocal concern 
among decision makers about congestion caused by 
commuters from surrounding counties, the peak-hour 
pricing of two bridges and a southern portal to the city 
is of some interest to decision makers. A downtown 
window-sticker pricing scheme is not so attractive, 
partly because peak-hour congestion on the downtown 
networks is not perceived as being so severe. UMTA 
program managers should give thought to designing and 
demonstrating corridor- and bridge-pricing schemes 
as well as the areawide and cordon concepts. Of course, 
the political ease of proceeding with any pricing experi-
ments must be weighed against the national benefits of 
demonstrating a scheme. Limited corridor-pricing 
experiments might tell little about the effect on down-
town business or the results might not be of interest to 
cities that experience downtown network congestion. 
Still, experience to date, at least in western cities, ar-
gues that UMTA program managers should keep an in-
terest in studying and demonstrating a variety of pricing 
mechanisms. 

Third, the fact that a downtown cordon or areawide 
scheme might have disadvantages for business and the 
poor is one of several adverse effects that need to be 
recognized and allowed for rather than sidelined. The 
only available and credible analysis on the effects of 
road pricing and automobile restraints suggests that 
businesses— except for parking interests— and the poor 
might not suffer. Certainly, enough revenues should be 
generated to compensate the poor in some way. The 
problem is that no conceivable amount of analysis can 
tell decision makers what will be the exact impacts on 
specific segments of the population. Gaining this knowl-
edge is one of the purposes of the demonstration. Not 
only do city decision makers suspect this, but they must 
be told this very fact in any honest portrayal of how 
implementation is to proceed. 

Actually, the problem of reactions from business and 
the poor is really no different from that of transit in-
terests that fear more loading at peak periods or com-
muter associations and county supervisors in surround-
ing counties: Each is a party that may potentially be  

adversely affected by cordon, areawide, or corridor 
pricing. Each affected party can block the design and 
implementation of a pricing scheme. How can their po-
tential opposition be met, and how can UMTA avoid the 
politically uncomfortable posture of seeming to side with 
one set of affected parties over another? 

One way is to require that a committee of affected 
parties be formed to arrive at—if this is possible—com-
promises that might lead to a feasible demonstration 
design. For a pricing scheme at city boundaries, the 
committee would be comprised of supervisors from sur-
rounding counties, city decision makers, transit opera-
tors, businesses, low-income people, private carriers, 
and other affected parties. Initially the committee would 
be charged with the responsibility of driving toward com-
promises on demonstration variables, including revenue 
allocation; project duration; period, place, and amount 
of pricing; complementary transit developments; and 
project controls. 

The incentive for joining a committee and entering in-
to discussions with UMTA is initially twofold— gaining 
UMTA approval and support for ongoing transit plans (as 
is clearly important to Berkeley, for example) and ap-
portioning demonstration revenues between such potential 
uses as compensation payments and transit improve-
ments. Once it has been formed, the committee would 
also be charged with working out compromises among 
its members and with UMTA on all the project variables. 
It is probable that, while some cities might be lured into 
committee discussions with UMTA in anticipation of rev-
enue generation and possible approval of transit plans, 
strong local interests on the committee will drive pro-
posed demonstration variables to the safe and short side. 
UMTA therefore needs to consider whether it is prepared 
to demonstrate a cordon scheme, for example, with (a) 
short, renewable duration contracts, subject to, say, 6-
month renewals; (b) sticker prices of less than $l.00/d; 
(c) pricing only one peak rather than two or all day; (d) 
exemptions or reductions for zone residents and taxis 
as well as emergency vehicles; and (e) veto control of the 
project variables vested in the committee of affected 
parties. 

The advantages of the committee to both UMTA and 
the city are several: The committee would ensure 
against politically infeasible pricing designs from con-
sultants and staff doing on-site planning and designs. It 
would serve to share the risk of proceeding with a po-
tentially good concept with uncertain outcomes. And it 
would ensure that UMTA or the city was not siding with 
any one interest but with a cluster of varied and agreed 
parties. 

Fourth, unforeseen and unlikely failure and adverse 
outcomes must be insured against. We often test alter-
native public programs by maximizing risks—promising 
too much when information is lacking and vesting com-
mitment before we are positive about outcomes. Ad-
mitting to risk and planning for it by way of insurance 
mechanisms are better ways to approach risk. If, for 
example, the possible side effect is an effect on parking 
interests, there is a need to think about a public policy 
analog to insurance policies in the private sector. Is it 
possible, for example, that UMTA might negotiate an 
agreement with the demonstration sponsor at the outset 
of the demonstration to specify what transfer payments 
might accompany different levels of severe, though un-
likely, consequences of the demonstration? 

The most easily written policy may be one against 
loss of parking business. The most difficult would be 
one against excessive losses in travel time by people who 
switch to transit. Clearly, there must be a constraint 
on the nature and degree of insured risk, as there is with 
any carrier. Furthermore, it might be advisable to get 
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mutual designation of a third party to arbitrate disagree-
ments. In California, there are Local Agency Forma-
tion Commissions (LAFCOS) that play the role of this 
third party, mediating for public organizations, partic-
ularly on incorporation issues. In short, if local deci-
sion makers are to seriously consider pricing demon-
strations, it is necessary to be honest and clear about 
possible failures in congestion -pricing demonstrations 
and ways to ensure against such occurrences. 

SUMMARY 

The central lesson from our initial experience with sug-
gesting cordon and areawide pricing demonstrations is 
that only half the problem of implementation is in the 
cities; the other half is in the offer itself. Analysts, 
economists, and program managers need to do much 
more homework on the politics of implementation in 
general, as well as the politics of pricing in particular. 

Decision makers need to be queried on what trade-offs 
should enter into the discussion of a pricing demonstra-
tion to make such a demonstration more likely. A menu 
of several pricing options— with applicability to some but 
not all urban areas—needs to be offered to cities. At 
sites that express interest in the study and design of 
demonstrations, a committee of affected parties should 
be formed and charged with the task of devising com-
promises on demonstration revenues and other important 
project variables. UMTA should be prepared to institute 
short-term renewable contracts for demonstrations, 
share veto control over certain project variables with the 
sponsor, and develop policies with sponsors to ensure 
against possible failures and adverse outcomes. 
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Transportation Planning in Los Angeles 

Norman H. Emerson, Graham 0. Smith, and Wendy P. Stern, Office of Research, Office of the 
Mayor, City of Los Angeles 

Even the most cursory reflection on events since 1970 
indicates that society is being propelled into a period of 
major transition. Municipal officials, governors, and 
others are now recognizing that we are entering an era 
of limits— a discovery that our resources for expansion, 
whether by private enterprise or public program, are 
limited. 

The late 1960s and early 1970s saw the emergence of 
environmental concern, bringing with it a virtual revolt 
against the continued construction of freeways and 
street-widening programs —the circulation system of 
postwar urban expansion. The underlying motivation of 
this revolt may have been aesthetic concern, coupled 
with an uneasy anxiety that we might indeed be destroy-
ing our own dream of the future. It was followed, early 
in 1973, by the dramatic Arab oil embargo, which dem-
onstrated that we were very much overextended and that 
many of the systems we had constructed were founded 
on an illusion of self-sufficiency. Most recently, re-
cession and inflation have not only curbed much new con-
struction but have also raised the specter of potential 
governmental insolvency. 

Los Angeles has experienced particularly severe 
throes of the environmental and energy revolutions and 
has only escaped financial emergencies to date because 
of its extremely conservative charter limitations con-
cerning fiscal matters. Our postwar pattern of rapid 
physical growth, based on a simple policy of planning to 
accommodate demand, was combined with unprecedented 
growth in automobile ownership and created the very 
circumstances that have contributed to the severity of 
our recent experiences. In those years we gladly ex-
changed an extensive interurban rail system for private 
automobiles and systematically filled in the open space 
between our towns with a carpet of low-density single-
family homes, first expanding the surface street systems 
wherever necessary and then superimposing an elaborate  

freeway network on the entire metropolitan region, facil-
itating yet more low-density growth on the periphery. 

Except that it has been more pronounced, there is 
nothing unique about the process that has occurred in Los 
Angeles. It has been a prototype for subsequent Ameri-
can urbanization and, even as concerned planners seek 
alternatives, the larger society continues its pursuits on 
these same basic assumptions. Without the constraints 
that have begun to emerge during the last decade, Amer-
ica (and indeed the rest of the world) would be happy to 
continue the process. 

Alter 25 years of unprecedented mobility and pros-
perity, our citizens now find themselves facing a puzzling 
hiatus in which the orthodox solutions seem to be inef-
fectual or, worse, tend to exacerbate our problems. The 
administrative agencies we set up to accommodate the 
pattern persist, guarding their prerogatives jealously, 
as do the fragmented jurisdictions that emerged during 
the same period. 

To some of us, the obvious message of the environ-
mental, energy, and fiscal challenges is to increase the 
efficiency of our systems. In transportation we must 
either provide new and more efficient facilities that are 
competitive with existing modes, or we must somehow 
increase the efficiency of use of the existing modes them-
selves. Neither will be easily achieved: In the first 
instance we must compete with a system that has pro-
vided our citizens unprecedented freedom of movement 
and that is supported by facilities that represent more 
than 50 years' massive investment. In the second, our 
efforts will run the risk at every turn of being perceived 
by our citizens as harrassments rather than public ser-
vices, the more so because they follow on the most 
frenetic period of accommodative public works pro-
grams in history. We will give special attention to this 
supremely sensitive subject of governmental efforts to 
render existing transportation modes more efficient later 
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in this paper. We feel that our initial experiences with 
environmental, energy, and fiscal problems here in Los 
Angeles may provide valuable practical insights for the 
institution of such transportation-efficient programs as 
transportation pricing. 

ELEMENTS OF THE TRANSPORTATION 
PROGRAM 

One of our primary transportation efforts in Los Angeles 
is the development of a starter-line rapid transit system 
for consideration by the Urban Mass Transportation Ad-
ministration (UMTA) for funding from its capital grant 
program. The preparatory steps necessary to identify 
the most feasible corridors for such a system, align-
ments, mode, extent of the guideway, and so on are cur-
rently progressing in the form of an analysis of alter-
natives. This report is being prepared jointly by the 
Southern California Rapid Transit District and the South-
ern California Association of Governments with contin-
ual input, advisement, and comment from a multiagency 
committee composed of representatives from all of the 
involved jurisdictions. 

Along with the development of a rapid transit system, 
which is a long-term project, and as an integral part of 
our alternatives analysis, there is a focus on short-term 
transportation improvements, including better manage-
ment of our existing transportation facilities. The de-
sirability of this approach was emphasized when UMTA 
and the Federal Highway Administration jointly issued 
a series of regulations identifying a transportation sys-
tem management program to be a part of a longer range 
transportation improvement program. 

Some ongoing programs within the region that focus 
on short-term transportation improvements include 
ramp metering to freeways, preferential and exclusive 
lanes for buses and car pools on freeways, contraflow 
lanes on selected downtown streets, development of a 
parking management plan, staggered work hours, and 
the promotion of van pools and car pools through spe-
cific agencies. 

What is apparent to us in Los Angeles is that a fixed-
guideway rapid transit system will be most significant 
in accommodating a part of our total transportation 
needs. But in order both to enhance the success of a 
fixed-guideway system and to serve other transportation 
needs it is essential that we continue to pursue those 
transportation measures that can be developed with an 
extremely short lead time, that are less capital inten-
sive, and that use our existing resources. We see this 
not only as an interim measure while we await the de-
velopment of a fixed-guideway rapid transit system but 
also as an integral component of its success. 

IMPLEMENTATION OF SHORT-TERM 
TRANSPORTATION EFFICIENCY 
MEASURES 

Short-term transportation efficiency measures seem 
particularly suited for metropolitan areas like Los 
Angeles. They represent an opportunity for near-term 
action for communities that do not have mass transit 
alternatives in place. They are relatively inexpensive 
in terms of initial capital investment, and they can be 
diffused throughout an entire community to the extent 
that existing transportation modes can be employed more 
efficiently. The very extravagance of the growth pat-
terns and transportation habits of the younger metro-
politan areas may offer them the greatest potential yield 
through implementation of efficiency measures. Con-
versely, the citizens of such areas are likely to be the 
most habituated to great freedom of mobility and are 

therefore most likely to regard systems modifications 
as infringements on their rights. 

Results of early pilot and demonstration measures 
that have been introduced in Los Angeles indicate that, 
in isolation, they do not yet represent sufficiently at-
tractive alternatives to our citizens to compete effec-
tively with accustomed travel habits. The incentive to 
shift will probably increase with the introduction of ad-
ditional measures that can be combined and pyramided 
to enhance the overall attractiveness of the system. 
However, in the face of apparent diseconomies of current 
congestion, energy waste, and pollution, will the public 
interest be best served by such an extremely gradual 
and incremental means of adopting more efficient travel 
habits? Would it not be better to simultaneously employ 
measures that would discourage low-occupancy use of 
vehicles and thus immediately enhance the incentive to 
shift to more efficient modes? The various forms of 
transportation pricing represent, of course, only one 
such category of disincentives to the use of inefficient 
transportation modes. While we have experimented with 
reduced bus fares, we have very limited experience with 
consideration of congestion charges. At the same time, 
the stormy period of the last 3 years has given us much 
direct experience of proposals for the use of various 
disincentives and the resultant public responses. We 
have come to recognize patterns of common character-
istics in these very unfamiliar proposals and will present 
them here (not as arguments in opposition to the use of 
disincentives but as matters that must be acknowledged 
and dealt with in the structure and process of planning 
measures that are to include them). We are convinced 
that their consideration will be essential to the success 
of any such project. 

DISINCENTIVE PROPOSALS IN 
LOS ANGELES 

In the brief span of less than 3 years, we have experi-
enced (a) an elaborate and heated debate over Environ-
mental Protection Agency (EPA) transportation control 
plan proposals under the Clean Air Act; (b) a very real 
crisis in the face of the Arab oil embargo, which re-
sulted in adoption of the nation's only set of mandatory 
energy conservation ordinances; and (c) intensive par-
ticipation in the planning of a highly controversial project 
to institute a preferential plan for buses and car pools 
on our most heavily traveled freeway. 

The mayor of Los Angeles has consistently and ac-
tively supported EPA in its efforts to implement the 
Clean Air Act effectively. When, under a court order, 
EPA was required to promulgate transportation control 
plans for the Los Angeles air quality control region that 
would guarantee attainment of ambient air quality stan-
dards within a period too brief to permit such attainment 
without causing devastating disruptions of other urban 
systems, the drawn-out process of discovery during 
meticulous analysis of these proposals was a sobering 
experience. 

We convened a task force of the city's department 
heads and, during more than a year of biweekly meet-
ings, sought to locate and measure anticipated impacts 
and, wherever possible, devise constructive alternatives 
to unacceptable measures. While many other local 
jurisdictions simply scoffed at the federal proposals, 
we underwent a painful process of self-education in mat-
ters that would have been regarded as unthinkable only 
a few years before. 

Then, in November 1973, the Arabs embargoed oil 
sales to the United States, and the city of Los Angeles 
immediately found it had a shortfall of almost half the 
oil it needed for electrical power generation. A set of 
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standby ordinances for the curtailment of electricity use 
proposed by the city's Department of Water and Power 
were quickly recognized as being potentially devastating 
to the city's economic well-being. A blue-ribbon citi-
zens' panel representing business, labor, the mayor, 
and the council was established. Working 10 h/d for 11 
consecutive days, the committee devised ordinances that 
would minimize unemployment while taking care to main-
tain equity of burdens. The city immediately began to 
realize a 17 percent reduction from the previous year's 
consumption levels, but there was no measurable eco-
nomic disruption. 

Although this experience involved the use of electric-
ity rather than transportation, there was an uncanny 
similarity in the proposals for governmental intervention 
in accustomed behavior patterns. At the same time, 
the public response was so extraordinarily different that 
we prepared a paper that compared the situations and 
weighed the reasons for the differences (1). 

Most recently, we have participated intensively, if 
informally, in planning for the Santa Monica Freeway 
preferential lane project. Originally conceived as part 
of the transportation control plan required by EPA, the 
measure will be implemented as one of the first major 
transportation efficiency projects in southern California. 
It reserves the inside (fast) lane of one of the world's 
most heavily traveled superhighways for express buses 
and car pools. There have been advanced indications that 
the project will generate controversy, and we have vol-
untarily taken part in project planning to ensure that our 
experience with this type of measure will be included. 
Some of our impressions from the planning of the project 
will be used in illustrating the lessons for incentive-
disincentive planning that follow. 

OBSERVATIONS ON INCENTIVE-
DISINCENTIVE PLANNING 

A fundamental characteristic of such measures is that 
they invariably carry a disproportionate number of neg-
ative impacts. In the planning for construction of new 
transportation facilities that dominated the postwar pe-
riod of growth, one gets the impression that, apart from 
the right-of-way, condemnation, and relocation antag-
onisms generated, such projects enjoyed general ap-
proval. A limited number of people directly in the path 
of construction could be expected to voice opposition. 
It is much more difficult to anticipate the degree of an-
tagonism that will be generated, for instance, by reser-
vation of a high-capacity lane, the use of which is cur-
rently regarded as a daily right and custom. 

Further, the more apparent negative impacts are sure 
to be backed up by second- and third-order impacts. 
Reserving one such lane and metering at the ramps to 
divert some traffic to surface streets will not only irri-
tate those diverted but will also can se an indeterminate in - 
crease in congestion on surface streets, irritate mo-
torists there, and perhaps force the local jurisdiction to 
restrict on-street parking on the affected arterials, thus 
irritating homeowners along these arterials. 

It is our central thesis that the potential for generation 
of public antagonism by these unfamiliar new measures is 
so great that as much attention must be given to this nega-
tive aspect during preimplementation planning as is nor - 
mally given to the planning of more orthodox project ele - 
ments. The institutions and agencies that have planned and 
administered transportation planning in the past are too 
narrowly constituted to perform this new and more sensitive 
role, and it will be desirable to adopt a new structure for ,  
planning and implementation of these measures— a struc - 
ture that will represent those imposedupon as well as those 
benefited and that will have the capability of locating and as - 

signing values to factors that have tended to be ignored in the 
past so that mitigating measures can be developed. 

There will be great difficulty in anticipating all the 
negative impacts of these measures, but it is critical 
to try to account for all of them. Some may be inconse-
quential, but others, which may be more obscure or 
remote from the location of the project itself, may gen-
erate major controversy after implementation of the 
project. Difficulty in identifying these effects may arise 
if a single-purpose agency is appointed as the project 
planner. We have all become specialists and are likely 
to be oblivious or insensitive to some impact of the pro-
ject. This problem is compounded when the project in-
volves several jurisdictions. 

Negative impacts must not only be identified but also 
dealt with. It maybe possible to mitigate them or at least 
to mollify those who are affected. There is a tendency for 
project planners to concentrate their efforts on the actual 
engineering of concrete aspects of the project itself, such 
as the provision and location of signing, and to slight the 
more abstract considerations. There is also a tendency 
to assign a value of zero to factors that are difficult to 
quantify, such as the potential intensity of public antag-
onism. Curiously, elected officials tend to follow the 
opposite rule: When in doubt about public antagonism, 
do not proceed with the proposal. There is an answer 
to this dilemma— develop probabilistic ranges based on 
the best information that can be found and prepare ap-
propriate contingency measures, including planned mod-
ification of the project itself after implementation if 
necessary. Even partial success of these measures will 
demonstrate that public acceptance is possible. Antag-
onisms that lead to an abrupt shutdown of a project be-
cause of inadequate planning or postimplementation in-
flexibility would be far more damaging to the larger ob-
jectives of greater transportation efficiency. 

Arbitrariness, or perhaps an appearance of arbitrari-
ness and inequity, seems inherent in measures that im-
pose on some citizens and favor others, especially since 
these are transitional measures and mode shifts are an-
ticipated over a period of time. Ironically, the greatest 
impression of arbitrariness will be generated during the 
early days. This provides the strongest argument for 
phased implementation, if it is possible, rather than a 
project design that includes maximum disincentives and 
incentives from the outset. 

Arbitrariness is also hard to locate in a complex proj - 
ect, and its presence will probably be inadvertent. As 
one proceeds from major questions of project design 
through seemingly finer details, one may be surprised, 
in considering a factor concretely for the first time, to 
recognize it as potentially explosive. This is particularly 
true with the second- and third-order effects we have 
mentioned. 

A basic rule of thumb in planning such projects is that 
favored treatment must demonstrably be conferred only 
in return for public benefit. It is vital to have defined 
this rationale in a direct and simple form, since a pre-
dominance of complaints will be based on the infringe-
ment of the right to equal treatment. 

Complexity, confusion, and ignorance will invariably 
threaten the project's survival. A basically simple de-
sign will take on enormous complexity the moment it is 
interjected into real-world systems, which are what vest 
it with complexity. Unfortunately, orthodox planning 
will often be influenced by predispositions to simplicity 
for reasons of ease of administration. For instance, 
only late in the planning of the Santa Monica project was 
it decided to shift from full-time, 7-d/week, 24-h reser-
vation of the preferential lane to reservation only for the 
peak-hour commuting period. Only then had concern 
mounted about the feasibility of giving citations for use 



57 

of the lane on an empty freeway in the middle of the 
night. 

Great care must be taken to prepare high-quality in-
formation materials and to disseminate them carefully. 
Confusion and ignorance concerning the project's ratio-
nale and equitable application will quickly be employed 
as weapons. The media have an uncanny proclivity for 
opportunities to rail against insensitive bureaucracies 
and their outrageous impositions on the public. And 
there are a few elected officials who specialize in seizing 
on confusion as an opening for demagoguery. It is vital 
to involve elected officials or their representatives early 
in the planning process. While demagogues may not be 
influenced, their statements can be offset by endorse-
ments from officials who enjoy the public trust. 

THE STRUCTURE FOR PLANNING 
AND IMPLEMENTATION 

We have thus far identified the phenomena we feel most 
threaten the success of incentive-disincentive measures. 
These observations are based on considerable first-hand 
experience with planning and implementation of such 
measures. From this experience we have drawn up some 
fundamental recommendations for the structure of the 
entity that should plan and implement the measure. 

We envision a planning team that consists not only of 
the orthodox agencies but also of elected officials or 
their representatives. Traditionally, there has been a 
distinct separation between administrators and elected 
officials. The officials often vote to proceed with the 
planning of projects they know little about. Then an 
agency will prepare the project and may well implement 
it without further approval. If implementation then re-
veals considerable controversy, the officials will fre-
quently call for its abrupt termination. This simplistic  

process would doom most of the projects we have seen 
proposed. 

Inclusion of representatives of elected officials as well 
as administrators of all related departments of all af-
fected jurisdictions will bring the broader expertise 
needed to locate the less obvious second- and third-order 
effects and to assign relative values to difficult-to-
quantify factors. In this respect, elected officials are 
highly trained in judging public sensitivities and, if they 
are offered constructive participation in the planning, 
will be able to enhance the project's feasibility. 

As each facet of the project is run past the partici-
pants, second- and third-order effects emerge surpris-
ingly quickly. Estimates of their significance will vary, 
of course, according to the subjective perception of the 
participant, often reflecting his specialization. We have 
been characterized as "professional worriers" in one 
such planning situation, but we can imagine worse labels. 
Experience indicates that resolution of disputes by voting 
would have no utility. Any participant in such planning 
sessions could remove his support by leaving or, worse, 
by remaining and keeping quiet. We have found that con-
sensus as to the wisest course most often follows ade-
quate discussion. 

Finally, such a structure for planning will result in a 
highly expert group that can oversee the management of 
implementation during the critical first days after start-
up. This will provide a capability for rapid adaptation of 
the project if it is needed to forestall peremptory shut-
downs during this sensitive period. 
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Legal Considerations in Urban Transportation 

Pricing 

John J. Bosley and Madeleine B. Schaller, Metropolitan Washington Council of Governments, 
Washington, D.C. 

There have been many approaches suggested for pricing 
urban transportation to achieve traffic management, 
resource allocation, and environmental goals. These 
methods— tolls, taxes, supplementary licenses, fare 
changes— all must be evaluated by policy makers on the 
basis of legality as well as the political and technical 
feasibility and their social, environmental, and economic 
impact. This paper has been formulated to provide a 
checklist of legal issues to be considered in reviewing 
pricing proposals. It must be emphasized that the legal 
issues should not be thought of as barriers to action. 
Careful review of the authority to implement and precise 
drafting that is based on strong empiric data will over-
come most legal problems. To a great extent, the suc-
cess of pricing mechanisms depends more on political 
will than on legalities. 

GENERAL LEGAL CONSIDERATIONS 

Four questions pose the basic legal issues that need to 
be considered before making a decision about implement-
ing any pricing mechanism. The discussion here is lim-
ited since it is general rather than a detailed analysis 
of specific proposals. 

Can the Pricing Technique Be Implemented 
as a Regulatory Measure Under the Police 
Power in General or Under Specific 
Delegation of Authority? 

The powers of local government are limited to those that 
are granted in express words, those necessarily or 
fairly implied in or incident to the express powers, and 
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those that are essential to the objects and purposes of 
the municipal corporation. This means that the local 
government's ability to put into effect a pricing mecha-
nism will depend on the extent of delegation of taxing 
and regulatory authority by the state or the granting of 
specific statutory authorization. 

The police power—the power to legislate for the 
health, safety, morals, and public welfare—is an in-
herent power of the states reserved by the tenth amend-
ment to the U.S. Constitution. Municipalities have no 
inherent police power except that vested in them by the 
state through the state constitution, charters, or stat-
utes. Whether a municipality receives its authority 
through a constitutional delegation or through legislative 
permission is important. Home-rule jurisdictions that 
are granted the right of local self-government by the 
home-rule powers in the state constitution have virtual 
plenary authority in exercising their police power unless 
it is constrained by the legislature. On the other hand, 
local governments whose power has been granted under 
legislative authority typically have less latitude in ex-
ercising their police powers. 

The power to regulate the use of the streets and side-
walks or vehicles used thereon is a common exercise 
of the police power. But states usually make a separate 
grant of power in this area, and they generally retain 
control over state roads and forbid local governments 
to enact ordinances that are inconsistent with state traf-
fic regulations. The constitution, charter, or general 
statutes may confer power over streets on municipal-
ities. This delegated power may take the form of grant-
ing or prohibiting the use of the streets (1, §30.40). 
Local authority over streets includes the ability to pro-
hibit commercial traffic on certain streets, even if ex-
clusion impinges on interstate commerce, provided the 
regulation was designed primarily for safety purposes 
and to avoid vehicular congestion and other hazards 
[Smallwood v. D.C., 57 App. D.C. 58, 17 F.2d 210 
(1927)]. Other examples of municipal regulation of 
streets deal with parking, installation and maintenance 
of meters, traffic control, and traffic signing. 

A necessary concomitant to the examination of au-
thority is a review of statutory prohibitions to enactment 
of pricing mechanisms. For example, the limitation in 
federal law on the imposition of a toll on federally aided 
highways would have to be reviewed (2). 

Presuming There Is Authority to Impose a 
Pricing Techniqud, Is It a Reasonable 
Exercise of the Police Power? 

The police power is never absolute [Goldman v. 
Crowther, 147 Md. 282, 128A. 50, 55 (1925)]. How-
ever, there is a strong judicial presumption in favor of 
the exercise of police power by local governments (1, 
§24.31). Courts are reluctant to second-guess a local 
legislative enactment unless there is an abuse of discre-
tion. In its review, the court will stress the study and 
investigation that preceded and guided the adoption of 
the ordinance and the opportunity provided for public 
hearings. [McSorley v. Fitzgerald, 350 Pa. 264, 59 
A2d 142, 145 (1948)]. In order to override the pre-
sumption of validity, a court would need to be convinced 
that the ordinance was arbitrary or unreasonable, 
created a "suspect category" (e.g., racial classes), or 
violated fundamental constitutional rights. Such a find-
ing reverses the presumption, necessitating strict 
scrutiny by the courts and requiring a clear showing 
that the burden imposed is necessary to protect a com-
pelling and substantial government interest [Shapiro v. 
Thompson, 394 U.S. 618, 634 (1969)]. In determining 
whether a local enactment is a reasonable exercise of 

the police power, the courts consider the following: 

The ordinance must have a clear, reasonable, and 
substantial relation to the public health, safety, morals, 
or welfare and be reasonably appropriate for the objec-
tive sought (this is the fundamental test of the ordi-
nance's validity); 

The ordinance must be reasonably definite, clear, 
and certain; 

The ordinance must not be arbitrary or discrim-
inatory and must apply uniformly to all members of the 
class covered; and 

The ordinance must conform to federal and state 
constitutional requirements and state law. 

Two constitutional problems of construction should 
be considered before turning to substantive constitutional 
restraints. The first is that an ordinance may be un-
constitutional either per se or as applied. The distinc-
tion is an important one in evaluating the viability of 
various precedents. If an ordinance is unconstitutional 
per Se, it must be discarded even if its actual imple-
mentation may achieve a legitimate governmental pur-
pose. If, however, it is merely unconstitutional as 
applied, then the ordinance need only be corrected by 
rewriting it so that the manner in which the basic concept 
is implemented will meet constitutional standards. The 
other problem in construction is that an ordinance may 
be unconstitutional either in whole or only in part. This 
is why almost all local government legislation has a 
"saving clause," by which a determination that part of 
the ordinance is unconstitutional will not invalidate its 
other parts. 

Does the Pricing Technique Violate Any 
Constitutional Principles? 

Due Process of Law 

Among the most important constitutional restraints on 
state and local legislation is the due process require-
ment contained in the fourteenth amendment. Substantive 
due process will generally take four forms with regard 
to local regulations: a requirement of clarity, a require-
ment of specific guidelines for enforcement, a require-
ment of reasonableness, and a prohibition against taking 
property without just compensation. (Procedural due 
process, e.g., right to a hearing, notice, fair trial, and 
so on, is always a potential issue. However, for the 
purposes of the legal analysis presented here, it will be 
assumed not to be an obstacle.) 

The requirement of reasonableness is perhaps the 
most important element of due process. To meet this 
standard an ordinance must have a clear, reasonable, 
and substantial relationship to the public health, safety, 
or welfare, and must be reasonably appropriate for the 
objective sought [Schmidinger v. Chicago, 226 U.S. 578, 
38 S. Ct. 182 (1913)]. In the abstract it is difficult to 
frame an exact statement of what this requires. How-
ever, since there is a strong presumption of reasonable-
ness, courts rarely need to consider the abstract case. 
Rather, they concern themselves with whether the ap-
parent unreasonableness of the ordinance, in the light 
of the specific factual situation, overcomes the presump-
tion and requires judicial scrutiny (1, §19.11). 

Equal Protection of the Laws 

A similarly fundamental constitutional issue is that of 
equal protection of the laws. This forbids different re-
quirements for those in the same class and other in-
equities that have the effect of being unreasonably dis- 
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criminatory. The requirement is not that the categories 
be completely distinct or that absolutely all inequality 
be excluded. Rather, the standard is one of reasonable-
ness. It demands that there be a substantial distinction 
between classes, that the classification be germane to 
the purpose of the law, that the classes not be based 
solely on existing circumstances, and that, within a 
class, the law must apply equally to all members. If 
there are no suspect categories there is a presumption 
that the classes are valid. 

Burden on Interstate Commerce 

The commerce clause reserves to Congress exclusive 
jurisdiction "to regulate commerce.., among the several 
states" (U.S. Constitution, Article I, section 8). It 
raises potential problems for implementation of pricing 
techniques. This authority of Congress extends to every 
part of interstate commerce. And when Congress validly 
legislates under the authority vested in it by this power, 
its jurisdiction cannot be denied or thwarted by the 
commingling of interstate and intrastate operation (!, 
§ 19.56). Thus, any state or local law that would unduly 
burden or restrict the free movement of goods and people 
is contrary to the constitutional principle. However, a 
long-standing doctrine [Cooley v. Board of Wardens, 12 
How. 299, 13 L.Ed. 996 (1851)] holds that a state may 
exercise its police powers in a manner that impinges on 
interstate commerce if the subject of the regulation is 
essentially local and there is no discrimination against 
or undue burden on interstate commerce. To the extent 
that commuters crossing state lines are in interstate 
commerce, taxes and other restrictions on them may be 
burdens. The magnitude of the burden determines 
whether any such state or local law is valid. 

Right to Travel 

The right to travel was first recognized as a constitu-
tionally protected right in Crandall v. Nevada [73 U.S. 
35 (1867)], although it was first stated in the Passenger 
Cases [7 How. 283, 492 (1849)] that "we are all citizens 
of the united States and, as members of the same com-
munity, must have the right to pass and repass through 
every part of it without interruption, as freely as in our 
own states." The Supreme Courthas called it a funda-
mental right, and any abridgment of travel must be 
justified by a compelling state interest [Shapiro v. 
Thompson]. Although most of the recent right-to-travel 
cases have concerned state residency requirements, it 
is a dynamic doctrine. Any pricing proposal that may 
impinge on travel must be carefully examined with this 
constitutional right in mind. 

Can the Pricing Technique Be 
Implemented as a Valid Exercise 
of the Taxing Authority? 

The discussion has so far focused on implementing a 
pricing technique as a regulatory measure. Some of the 
proposed pricing techniques—tolls, surcharges— involve 
the use of the taxing authority, which raises other legal 
considerations. Taxation is an inherent state power, and 
local governments have no power of taxation except as 
it is specifically granted by the state constitution or 
legislature (!, §44.05). Normally, local governments 
may only levy taxes as specifically authorized by the 
legislature. However, some local governments are 
granted broader authority; they can establish local tax-
ing policy subject only to prohibition by or conflict with 
state law. 

Statutory grants of power to tax are subject to various  

restrictions. Most prevalent are provisions of the state 
constitution that require that the taxes be uniform, that 
property shall be taxed in proportion to its value, and 
that the taxes shall be levied and collected under general 
laws (1, §44.17a). 

The commerce clause limitation discussed above also 
applies to tax measures. This provision has been heavily 
litigated, which has resulted in a confusing variety of 
interpretations that make it hard to generalize about its 
applicability to a particular tax proposal. 

Objections based on the right to travel might also be 
raised about any taxing mechanism that is used to dis-
courage travel. As noted previously, the Supreme Court 
has found that the right to travel is a fundamental right 
and, therefore, any taxation scheme that puts a signifi-
cant burden on interstate travel must be justified by a 
compelling state interest and by evidence that no less 
burdensome means would accomplish the same end 
[united States v. Guest, 383 U.S. 745, 757-758 (1966)]. 
In this regard, the Supreme Court has upheld tolls 
[Hendrick v. Maryland, 235 U.S. 610 (1915)] and airport 
user fees [Evansvilie-Vanderburgh Airport District v. 
Delta Airlines, 405 U.S. 707 (1972)], indicating that 
some financial impositions on interstate travelers have 
an indirect or inconsequential impact on travel and do 
not constitute a violation of a fundamental constitutional 
right. 

Another important constitutional principle relevant to 
taxation is the privileges and immunities clause (article 
4, section 2), which provides that "the citizens of each 
state shall be entitled to all privileges and immunities of 
citizens in the several states." The early leading case 
interpreting this clause [Corfield v. Coryell, 6 Fed. 
Cas. 546 (1825)] deemed it a protected fundamental priv-
ilege and immunity to be "[exempt] from higher taxes 
or impositions than are paid by the other citizens of the 
state." Normally, in resolving constitutional challenges 
to state tax measures, the Supreme Court has given wide 
latitude to legislative prerogatives. However, if the 
privileges and immunities clause is at issue, a more 
rigorous standard has applied. In particular, the actual 
effect as well as the theory behind the tax must be ex-
amined. The result has been a rule of substantial equal-
ity of treatment for the citizens of the taxing state and 
nonresident taxpayers. The Supreme Court has recently 
applied this test in Austin v. New Hampshire [95 S.Ct. 
1191 (1975)], in which it struck down a New Hampshire 
income tax on commuters because New Hampshire resi-
dents pay no income tax or comparable levy. 

The due process clause in the fourteenth amendment 
is also relevant. It requires that legislation be reason-
able and rationally related to the problem it attempts to 
solve and that property not be taken without compensa-
tion. Moreover, the equal protection clause of this 
amendment requires that statutes and ordinances be non-
discriminatory. Thus, any classifications drawn must 
be rational and must affect the class as a whole. 

Although federal guarantees of due process and equal 
protection may be important to some individual propos-
als, state tax cases are traditionally decided on the bases 
of similar state guarantees or related state prohibitions, 
such as those against special laws or those that require 
uniformity of taxation. 

The most recent Supreme Court decision on local 
government taxing powers that is relevant to transporta-
tion pricing is Pittsburgh v. Alco Parking Corporation 
[417u.s. 369 (1974)]. In that case, levying a 20 percent 
tax on the gross receipts from parking motor vehicles 
was upheld as being within the power of the city and not 
a violation of due process. The Supreme Court repeated 
the principle that "the judiciary should not infer a leg-
islative attempt to exercise a forbidden power in the form 
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of a seeming tax from the fact, alone, that the tax ap-
pears excessive or even so high as to threaten the exis-
tence of an occupation or business." This case is also 
important in considering pricing alternatives because the 
Supreme Court acknowledged that a city could force the 
automobile parker to choose between using other trans-
portation or paying the increased tax to compensate the 
city for the added expense caused by the automobile, 
e.g., air pollution cost, street repair. 

EXPERIENCE IN WASHINGTON 
METROPOLITAN AREA: A 
PRACTICAL APPLICATION 

The Metropolitan Washington Council of Governments 
(COG) staff has examined transportation controls as 
part of its air quality planning work. COG provided staff 
services for the preparation of the transportation con-
trol plan (TCP) for the National Capital Interstate Air 
Quality Control Region (NCIAQCR). This work was done 
for the Air Quality Planning Committee, a body formed 
under the authority of section 106 of the Clean Air Act 
and established by administrative agreement among the 
states of Maryland and Virginia, the District of Colum-
bia, and COG. The Clean Air Act, as amended in 1970, 
required each state to adopt a plan that provides for the 
implementation, maintenance, and enforcement of the 
national air quality standards promulgated by the U.S. 
Environmental Protection Agency (EPA). A major part 
of the pollution abatement was expected to come from 
the Federal Motor Vehicle Control Plan; however, in 
NCIAQCR and 26 other metropolitan areas across the 
country, a TCP was also needed to achieve these stan-
dards. 

In December 1973, EPA promulgated a series of 
transportation control strategies for NCIAQCR. The 
TCP was largely based on the recommended control 
measures developed by the COG staff. The TCP pro-
posed a 12 percent reduction in vehicle-kilometers of 
travel in 1977 by the implementation of transit service 
improvements, a car-pool locator service, a retrofitting 
program for buses, an inspection and maintenance pro-
gram, and the introduction of a series of parking poli-
cies. The parking controls envisaged the elimination of 
free parking and the gradual imposition of a transit in-
centive surcharge on long-term parking spaces in cer-
tain areas of the NCIAQCR. The surcharge was sched-
uled for phased implementation between 1975 and 1977. 
As a result of the Energy Supply and Environmental 
Coordination Act of 1974, the administrator of the EPA 
was prohibited from requiring the parking restrictions. 

Because of this elimination of parking controls (a 
$2.00 surcharge and elimination of free commuter park-
ing) in the TCP, COG was funded by the U.S. Department 
of Transportation and EPA to study the application of 
parking management programs in the NCIAQCR as a 
strategy to reduce automobile travel sufficiently to meet 
air quality standards in 1977. Implementation problems 
were examined from legal, administrative, and institu-
tional perspectives. Four parking programs were ex-
amined: 

A pricing program that involved application of 
prevailing commercial rates for free and low-cost long-
term commuter parking (6 or more hours) and a $2.00/d 
surcharge on such parking; 

A pricing program that involved a substantial in-
crease in fees for long-term parking and the application 
of prevailing rates to free and low-cost commuter park-
ing (increases in parking fees would be achieved through 
rate regulation); 

A supply-restraint program that involved on- 

street permit parking for local residents, while other 
vehicles would be limited to 2 h of on-street parking, and 
the establishment of short-term-only parking facilities 
and introduction of long-term parking quotas; and 

A combination pricing and supply program that 
involved the application of prevailing rates for free and 
low-cost long-term commuter parking, on-street park-
ing permits for local residents, and a $1.00/d surcharge. 

These programs were tested only in locations of the 
Washington metropolitan area that were projected to have 
adequate transit service in 1977 (an area was designated 
as having adequate transit if 66 percent of the work trips 
to the area were within 45 min by transit). It was de-
termined that programs 1, 2, and 3 could obtain the nec-
essary emission reductions by 1977. The fourth would 
achieve 90 percent of the required reductions. However, 
programs 1 and 4 were recommended because of fewer 
legal and administrative problems. A summary of the 
legal analysis undertaken for the $2.00 surcharge alter-
native is presented here because it is relevant to con-
sideration of any pricing proposal for transportation 
management. 

The surcharge was examined from two legal perspec-
tives— as a regulatory fee and as a tax. It is inherently 
neither one nor the other but is subject to a number of 
variables, including the existing limitations on govern-
ment authority, and may be enacted as either. In the 
Washington metropolitan area, because enabling legisla-
tion would be needed for the tax in Virginia (and perhaps 
Maryland), the regulatory approach was preferred. 

The choice between using the police or taxing power 
of the local governments is important. There is a pre-
sumption of validity and constitutionality of local ordi-
nances properly enacted. However, when a legislative 
action is challenged, there is an important difference in 
the approach of courts to examine the question. The 
reasonableness of a police power enactment will depend 
on showing that there is a causal relationship between the 
harm to the public health, safety, or welfare and the 
proposed regulation. The usefulness of empiric data for 
this type of examination is evident. If a fundamental 
constitutional right is involved, e.g., the right to travel, 
any limitation on that right would have to be justified on 
the basis of compelling state interest. The government 
would have to show that the least onerous method was 
used to achieve the police power purpose [Shapiro v. 
Thompson]. 

The taxing power, on the other hand, once properly 
authorized, is sufficiently broad that only the most gen-
eral questions of constitutionality will touch it. Usually 
only blatant discrimination or federal prohibitions in the 
area will be telling against a state -authorized local tax. 
As stated above, the Supreme Court in the case of Pittsburgh 
v. Alco Parking Corporation, refused to look behind the tax 
to find any ulterior motive for the enactment. It stated 
that "the court has consistently refused either to under-
take the task of passing on the reasonableness of a tax 
that otherwise is within the power of Congress or of state 
legislative authorities or to hold that a tax is unconstitu-
tional because it renders a business unprofitable." This 
case gave strong support to the enactment of the sur-
charge as a tax and appears to offer similar support for 
other pricing mechanisms. 

It was also determined that, if it is enacted as a tax, 
the surcharge could avoid the problem of fund transfer—
any excess revenue that might be raised could be used 
to support general governmental purposes. With a reg-
ulatory fee, it is not clear whether the local governments 
have the authority to imply a broad interpretation of what 
the revenue must be used for. The revenue produced 
from a regulatory fee must not be used for general oper- 
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ating expenses [McKay v. City of Wichita, 135 Kan. 678, 
11 P. 2d 733 (1932)], and it should cover the necessary 
cost of regulation and bear a reasonable relation to the 
cost of enforcing the regulation [Johnson v. County of 
Goochland, 206 Va. 235, 142 S.E. 2d 501 (1965)]. How-
ever, it was felt that this problem could be overcome by 
earmarking the revenues from the fee to support other 
transportation improvements. 

The surcharge could also be considered a fee be-
cause, under the police power, a local government can 
levy a fee for regulatory purposes. There is authority to 
support the proposition that, if the primary purpose of 
the legislative body in imposing the charge is to regu-
late, the charge is not a tax even if it produces revenue 
[Starker v. Scott, 183 Or. 10, 190 P. 2d 532 (1948)]. 
And as applied to the usual tests of what is a regulatory 
fee (1, §26.16), the surcharge could be justified as a 
police power measure. The purpose was to regulate an 
activity (automobile driving) that contributes to health 
problems, the authority for it could be found in specific 
state air pollution control laws as well as in interpreta-
tions of delegated police power, and the revenues would 
be applied for administrative expenses and the imple-
mentation of other transportation control measures. 

A number of constitutional issues were reviewed that 
might be raised to challenge a parking surcharge, 
whether it was enacted as a regulation or as a tax. The 
imposition of an extra charge on those arriving at park-
ing garages between the hours of 6:00 and 10:00 a.m. 
posed the question of whether a reasonable classification 
was created that could meet equal-protection challenges. 
As stated earlier, legislation may apply to only one 
class and not be unconstitutional, so long as there is a 
constitutional basis for the classification and-it is not 
arbitrary, capricious, unreasonable, or lacking in re-
lationship to the object to be accomplished by the legis-
lation. In this case, the 6:00 to 10:00 a.m. period can 
be justified on the basis of its relationship to the pro-
duction of photooxidant smog, the reduction of which was 
an objective of the surcharge and other transportation 
control measures. 

The right-to-travel and interstate commerce questions 
were also evaluated. The Supreme Court recently ruled in 
the Pittsburgh v. Alco Parking Corporation case that 
the city was constitutionally entitled to force the auto-
mobile parker to choose between using other transpor-
tation or paying the increased tax. In light of this, it 
is doubtful that the Supreme Court would object to the 
parking surcharge as an abridgment of the right to 
travel, especially if alternative means of transportation 
are available. This case indicates that commutation by 
automobile is not a "basic necessity of life" (Shapiro 
v. Thompson, which dealt with residency requirements 
in regard to welfare payments) and does not have the 
significance of a "fundamental political right" [Dunn v. 
Blumstein, 405 U.S. 330 (1972), which dealt with res-
idency requirements and the right to vote]. While it is 
true that the Pittsburghv. Alco Parking Corporation case 
lacked agenuine interstate context and that the right to 
travel was not an issue in the trial, it still seems far 
more likely, given the Supreme Court's statements in 
the case, that a court would find the surcharge a per-
missible "financial imposition on interstate travelers 
[that has an] indirect or inconsequential impact— more 

like a toll than a barrier." 
Further, a surcharge would not affect interstate com-

muters exclusively but all commuters (or all those park-
ing between 6:00 and 10:00 a.m.). In this regard, 
Evansville-Vanderburgh Airport District v. Delta Air-
lines is more to the point. Here the Supreme Court 
upheld a use tax on interstate and intrastate airline pas-
sengers against both right-to-travel and commerce 
clause objections. It found that the tax neither discrim-
inated against nor burdened interstate commerce and 
travel because it was used to defray the costs of airport 
facilities, which aided travel. It was proposed that 
revenues from the surcharge would be used to pay for 
transit improvements. 

Finally, consideration should be given to Huron Port-
land Cement Co. v. Detroit [362 U.S. 440 (1960)]. This 
case involved local police power regulations over a ship 
licensed in interstate commerce. It indicated that a 
surcharge, if it is established as a regulatory fee, could 
withstandboth right-to-travel and commerce objections. 
The shipowner had been charged with violating provisions 
of the Detroit smoke abatement code while the ship was 
loading and unloading in the port of Detroit. The Su-
preme Court affirmed the convictions, noting that 

Legislation designed to free from pollution the very air that people 
breathe clearly falls within the exercise of even the most traditional 
concept of what is compendiously known as the police power 
The Constitution, when conferring upon Congress the regulation of 
commerce, . . . never intended to cut the states off from legislating on 
all subjects relating to the health, life, and safety of their Citizens, 
though the legislation might indirectly affect the commerce of the 
country. Legislation, in a great variety of ways, may affect commerce 
and persons engaged in it without constituting a regulation of it, within 
the meaning of the Constitution . . . . State regulation, based on the 
police power, which does not discriminate against interstate commerce 
or operate to disrupt its required uniformity, may constitutionally 
stand. 

SUMMARY 

Our experience in the Washington metropolitan area, 
which is probably applicable to other parts of the coun-
try, pointed out the strong interrelationship among 
technical, legal, and political analysis if any transpor-
tation measures are to be implemented. Although the 
legal authority is essential, implementation of any mea-
sure depends on having a strong empiric data base, and 
even a legally and technically sound proposal is mean-
ingless without a strong political commitment to pro-
ceed. The less-than-successful attempt to obtain hard 
decisions about transportation controls to meet air 
quality standards for public health reasons portends 
even greater difficulty in getting pricing mechanisms 
adopted when the reason for them may only be the im-
provement of public amenities. 
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Much of the discussion about pricing transport services 
thus far has focused on the potential for restraint of 
traffic going into the central area. Economists start 
from the perspective that road space in congested areas 
is underpriced and that large gains in economic welfare 
can be achieved by restricting traffic, particularly if 
it is achieved by road pricing. It is argued that pricing 
policies, broadly construed to include supplementary 
licenses, parking surcharges, or sophisticated vehicle-
monitoring systems, would improve economic efficiency, 
reduce travel time and cost, increase accessibility, im-
prove environmental quality, and reduce fuel consump-
tion. I am in general agreement with this point of view. 
I would like to direct my remarks to some of the con-
cerns that have been raised about the possible effects of 
road pricing on the distribution of income and on the 
existing pattern of activities, sales volumes, land 
values, and employment in the central area, particularly 
over the long run. 

A pricing scheme, if it were properly designed and 
implemented, would increase rather than decrease ac-
tivity and employment in the central area. The fears 
often expressed about the possible negative effects of 
road pricing reflect a lack of understanding of the nature 
of urban transportation as a system and the gains that 
improved efficiency would confer on the transportation 
system and on the urban economy. 

However, the concerns expressed about the effects 
of restricted automobile use are very real. In spite of 
evidence to the contrary, property owners believe that 
automobile restrictions would hurt them, and they typi-
cally have considerable political power. Consequently, 
their objections must be explicitly addressed. 

With regard to the concerns expressed about possible 
income redistribution, the present system tends to be 
regressive and to work to the advantage of commuters 
in the medium-income and higher income groups. It is 
easy to demonstrate that in most instances the poor 
would benefit from the improved accessibility and lower 
fares that would result from more rational pricing of 
both private and public transportation. 

The principal objection to proposed changes in pric-
ing, in my opinion, comes from the great uncertainty 
people feel concerning the benefits and whether the ben-
efits are large enough to warrant the political risks re-
quired of those who must make the key decisions if new 
approaches to pricing are to be initiated. I believe that 
this is a legitimate position. If, as a society, we are 
to test a restraint scheme that represents a major de-
parture from past tradition but has the potential for 
large gains nationally, then the federal government must  

provide some incentive to encourage a demonstration. 
Adequate funds must be made available to compensate 
those who are injured (or who fear they will be injured) 
by the new pricing scheme, and the city must be given 
some discretion concerning how the scheme is to be im-
plemented and how compensation is to be made. Clearly, 
strong federal leadership is warranted. 

It is important not to confuse the objectives of the 
program - e.g., greater efficiency, reduced travel times, 
and improved environmental quality—with the instru-
ment—pricing. Road pricing should be regarded as a 
tool and not become the end itself. Marginal cost pricing 
is practically an article of faith among economists. 
Policy makers detect a narrow professional interest on 
the part of some who seem intent on using the city as a 
laboratory to test their hypotheses or who argue that, 
if you can't really implement a sophisticated pricing 
scheme, it is not worth undertaking.- As a start, some 
primitive form of area pricing similar to that of the 
Singapore supplementary license or a parking surcharge 
might be best. The goal should be simple. I would sug-
gest we begin by trying to make dense central areas 
function better. In some instances, physical restraints 
might prove more efficient than pricing schemes. 

Finally, I think we had better take a long hard look at 
where we are in research and development at this point. 
For purposes of considering alternative pricing policies 
and for the larger subject of urban transportation plan-
ning, we need a much better understanding of rather 
complex phenomena that have a high degree of common-
ality across urban areas, i.e., the price and service 
elasticities of travel demand. Unfortunately, we do not 
have the research and analysis machinery to analyze 
what appear to be some constant truths about the travel 
behavior of groups with similar socioeconomic charac-
teristics who undertake trips for similar purposes in 
different cities. Rather, we have had a fragmented ap-
proach. In the last 20 years, we have spent millions of 
dollars on hundreds of local studies. Each city has felt 
the need to learn and understand urban transportation 
for itself. The studies tend to paw over the same inad-
equate data, and they come up with the same answers. 
As a result, very little has been added to our under-
standing. 

In concluding, I would like to emphasize that our 
ability to develop and implement pricing strategies and 
similar schemes has been hampered by an institutional 
system that has not been responsive to our needs. 
Clearly, planning and implementation can be done only 
at the local level. But local planning organizations do 
not have the necessary tools and information to do the 
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type of planning that is being suggested here, and 18-
month studies will not foster basic methodologic ad-
vancements in, say, disaggregate travel demand. The 
type of basic research necessary to improve analytical 
tools and the dissemination of improved methodologies, 
information, and data can only be done at the federal 

level. Again, we need a new institutional approach. The 
federal government must exercise greater leadership if 
the cities are to have the tools and the data required to 
do the type of planning and implement the type of strate-
gies we are talking about. 

Toward Improved Urban Transport Pricing: 

Some Thoughts on Next Steps 

Damian J. Kulash, Jack Faucett Associates, Inc. 

Refinement in pricing practices is an essential prereq-
uisite to a well-functioning economy, and there has long 
been reason to believe that the same holds true for urban 
transport systems. For more than 30 years, sound 
theoretical arguments have shown that significant im-
provements in the management of urban transport, both 
public and private, could be achieved through more re-
fined application of pricing techniques. The strength of 
these arguments is evidenced by the increased sophisti-
cation of pricing in other public policy areas, by the in-
creasingly widespread commendation that road pricing 
receives in planning studies, and by the fact that pricing 
methods are currently nearing implementation— or ac-
tually being implemented— in various parts of the world. 
Marginal cost pricing has been employed, to some ex-
tent, by airlines, theaters, electric utilities, restau-
rants, and hotels, and urban transport applications are 
also starting to emerge. Singapore recently implemented 
a system of supplementary licenses and parking charges, 
and London has seriously examined a supplementary li-
censing proposal. Numerous transit systems have ex-
plored fare systems that more closely correspond to 
marginal cost than do conventional structures. In short, 
potential improvements in urban transport pricing pol-
icies appear to have gained  greater acceptance than ever 
before and the opportunities for initiating changes in 
practices are improving. 

On the other hand, progress in urban transport pric-
ing has been slow and roundabout, as reflected by the 
pricing experience discussed here. This experience 
highlights two themes that have implications for how 
pricing might become a more effective tool of local 
transport policy. The first theme that emerges is that 
the short-run economic efficiency of the transport sys-
tern itself, while it is often cited as the motivation for 
shifts in pricing policy, did not play a key role in jus-
tifying pricing changes in cities in which major pricing 
shifts have occurred. Singapore's road prices, for 
example, were instituted to curb long-run automobile 
ownership and trends of use; London's supplementary 
licensing proposal was promoted primarily to expedite 
improved bus service; Boston's off-peak fare reductions 
were established to demonstrate the transit authority's 
concern for the citizenry; and Atlanta's fare reductions 
were accepted as a quid pro quo to offset the regressive 
effects of local sales tax. While some broad notion of 
social efficiency may lie behind goals such as these, 
there is little doubt that these goals extend well beyond  

the single-mode efficiency arguments for marginal cost 
pricing, both transit and automobile, that pervade the 
economic literature. 

The second theme that this experience suggests is 
that, given the broad nature of the objectives that led to 
pricing changes, pricing solutions were not the most ob-
vious or direct policy avenues available. Long-term 
automobile ownership could be controlled through regis-
tration requirements or parking limitations, for example; 
bus operations could be improved directly through more 
widespread adoption of reserved lanes or other priority 
measures; and concern for the citizenry could be dem-
onstrated by a host of potential vehicle improvements, 
station upgradings, or route and schedule changes. The 
selection of a transport pricing instrument to meet ob-
jectives such as those presented here appears to reflect 
a political choice based on a broad and largely uncertain 
range of consequences rather than on an analytic evalu-
ation focused primarily on benefits to the traveler. 

In short, efficiency per se has not been a key factor 
in motivating urban transport pricing changes: At first 
glance, policies other than pricing might have provided 
the most direct line of attack. If these themes are taken 
as indicative of the environment that surrounds urban 
transport pricing policy, they suggest some directions in 
which pricing research might most effectively be ori-
ented. Some of these possible directions are sketched 
briefly below. 

GREATER CONCENTRATION ON 
SIDE EFFECTS 

Impacts of pricing that are ancillary from a theoretical 
point of view may- be of dominant importance in terms of 
policy acceptability. For example, mode shifts that are 
attributable to pricing changes, while they may be of 
dubious evaluative significance in themselves, may be 
viewed as a key indicator by responsible public officials. 
Similarly, administrative costs and difficulties, often 
judged to be slight and surmountable within the analytic 
literature, may introduce practical difficulties that are 
overwhelming in the eyes of transport practitioners. If 
research on urban transport pricing is to be more ef-
fective in inspiring implementable changes, greater em-
phasis should be placed on the identification and descrip-
tion of administrative difficulties, mode and route diver-
sion, changes in peak timing and duration, and other 
descriptive measures, so that practitioners can better 
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judge for themselves the net benefits of schemes of this 
sort. 

REALISTIC ASSESSMENT OF 
DEMONSTRATION PAYOFF 

The unanswered questions surrounding urban transport 
pricing and road pricing in particular are sources of 
enormous political risk. Questions have been raised 
here about the effect that core-area road pricing might 
have on the economic health of the central cities. Would 
pricing accelerate the exodus of retail activity from the 
central business district, the flow of affluent population 
from the city, or the decline of employment in the cen-
ter? Another frequently cited source of uncertainty 
stemming from urban transport pricing is the mobility 
of the poor: Would road pricing unduly burden low-
income people, make it uneconomical for them to con-
tinue to travel to their jobs, or force them to use less 
favorable shopping facilities? Even the benefits to the 
automobile traveler -the crux of the economic rationale 
for road pricing— are somewhat amorphous. Exactly 
where on the road network will time savings occur, what 
will their extent be, and what special traffic readjust-
ment problems will they create? 

To some extent, nagging questions of this sort are 
part of the arsenal routinely employed by those with a 
vested interest in the status quo to ward off all chal-
lengers. Traffic-free zones were greeted at first by 
similar questions, but repeated enactments of that con-
cept (although they have admittedly been limited ones) 
have gone a long way toward alleviating the surrounding 
fears. 

It appears to have been generally conceded at this 
workshop that no amount of paper research will serve to 
diminish substantially the risks that pricing poses to 
business viability, essential mobility, and transport sys-
tem disruption. Only a demonstration project in some 
U.S. locality could afford convincing evidence by which 
local governments could make credible judgements about 
the worth of the traveler benefits, the effects on business 
and development, and the mobility of the population, 
especially the poor. It also appears that such a demon-
stration would require heavy federal funding to offset, 
either through direct demonstration -incentive expendi-
tures or through some form of insurance against adverse 
impacts, the risks that the local government would be 
asked to accept by conducting the demonstration. 

Would a road-pricing demonstration project be worth-
while? The answer ultimately hinges on two questions: 
Can policies of this sort be shown to produce substantial 
increases in social welfare, all things considered? As-
suming that such advantages can be demonstrated, would 
a demonstration project pave the way for spontaneous 
implementation elsewhere in the country without further 
expenditures of federal funds? 

Although the analytical attention of the Urban Mass 
Transportation Administration's research program was 
focused primarily on the first question, it is equally 
important that consideration be given to the second. A 
demonstration project whose only effect is to generate 
more demonstration projects is of questionable value. 
Based on the demonstration experience with pedestrian 
malls, ramp metering, and other much less radical 
transport system changes, there does not appear to be 
convincing evidence that congestion pricing, even if it 
were successfully demonstrated in one U.S. city, would 
lead to independent acceptance of this policy by other 
localities. A series of demonstrations (with their at-
tendant costs) is likely to be necessary before roadway  

pricing becomes an idea that sells itself. Nevertheless, 
viewed alongside the costs and benefits of other urban 
transport panaceas now on the drawing boards and testing 
grounds, an aggressive program in urban transport pric-
ing may have a lot to offer. 

FULLER EXPLOITATION OF 
GRADUALISM 

Existing transportation charges offer a more readily 
available way to increase the effectiveness of pricing in-
struments than do radically new charges. Transit fares, 
annual vehicle registration fees, bridge tolls, gasoline 
taxes, parking charges, and other pricing instruments 
that are already in place present opportunities for change 
toward more economically desirable urban transport 
pricing structures. On the other hand, if it is felt that 
significant gains can only be had through implementation 
of new instruments, such as supplementary licenses, 
it would appear that strategies that initiate those changes 
at some very low nominal level and then permit gradual 
increases in them over time could have long-run merit. 
Not only could such an approach reduce the risks as-
sociated with sudden dramatic price changes, but it 
could also provide a realistic prototype for other areas 
since, if they adopt such measures at all, it is likely 
that they will opt for some sort of gradual phasing in 
of roadway charges rather than abrupt price shifts. The 
administrative costs of such nominally priced systems 
would be exceptionally large compared with the revenues 
generated by them. Perhaps it would be useful for the 
federal government to underwrite some of these adminis-
trative costs. 

Pricing, if it is ever to become an active ingredient 
in urban transport policy, has a long and difficult path 
of development ahead. The public acceptance of trans-
portation pricing measures to date has been very limited, 
as evidenced by the collapse of the transportation control 
plans called for by the Clean Air Act, by the public up-
roars that are the rule when bridge toll increases are 
discussed, by the widespread public and political resis-
tance to public transit fare increases, by the refusal of 
Congress to consider substantial gasoline tax increases, 
and by the general disregard that local practitioners dis-
play for theoretically advocated transport policy mea-
sures. This lack of acceptance is attributable in part to 
the restricted theoretical perspective in which pricing 
measures have been evaluated and to the inability of 
theory to address some of the developmental and equity 
concerns that are critical in practice. It is also partly 
attributable to the lack of a strong industry beneficiary: 
There are no manufacturers, construction contractors, 
or other interests that lobby for urban transport pricing 
policies because of self-interest. 

But all things considered, the slowness of progress 
in urban transport pricing is probably primarily attrib-
utable to sluggish popular endorsement of the concept: 
The typical American's reaction to the idea is likely to 
be that traffic ills have not yet reached the stage at which 
such seemingly strong medicine is warranted. If urban 
transportation ills can be treated with milder drugs, it is 
difficult to justify sulfur treatments. Still, with urban 
population and automobile ownership and use climbing 
and with urban freeway construction virtually halted, it 
is not too difficult to foresee a day when the patient wel-
comes the bitter pill. It would appear reasonable for the 
federal government to anticipate that day by continuing 
and extending its research on the wide range of effects 
implicit in urban transportation pricing changes. 
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Part 2 
Economic Regulation of 
Urban Public Transportation 

Economic regulation may be defined as the framework of procedures and 
rules whereby public utility commissions or other regulatory authorities 
determine rates, service, and entry restrictions for urban public trans-
portation. The major types of economic regulation originate at the state 
and local level and have evolved from the period when mass transit was 
a privately owned profitable service. The framework of economic regu-
lation is less comprehensive than that of transportation planning broadly 
defined. For example, regulation of the private automobile through such 
means as parking controls was not directly addressed at this conference. 

Li 



Issues. in the Economic Regulation 
of Urban Public Transportation' 
William B. Tye, Charles River Associates, Inc., Cambridge, Massachusetts 

One objective of this conference was to identify major 
issues in the regulation of urban public transportation. 
This objective is an important one because the transition 
to public from private ownership has created an envi-
ronment in which regulation of urban public transporta-
tion no longer serves its original objective—the deter-
mination of reasonable fares and profits for private 
operators. When the public transit operator has as-
sumed control, traditional regulation of private enter-
prise through a public utility commission has generally 
been replaced with an urban planning framework of de -
cision 

e-
cision making. This transition raises a significant issue 
as to whether the problems of urban transportation can 
usefully be addressed in the framework of economic 
regulation and, if so, to what extent changes in the reg-
ulatory environment can be expected to contribute to 
improved urban public transportation. 

To a surprising degree, the participants in this con-
ference found that achieving a consensus on issues in the 
regulation of urban public transportation was much more 
difficult than had been supposed. The differences in 
objectives, commitments to alternative institutional ap-
proaches, and perception of the facts among the partic-
ipants were very great. Rather than produce agreement 
among the participants, the conference served to define 
just how far apart were the different perspectives on the 
problem. This dissension reflected in part the fact that 
problems of urban public transportation are rarely per-
ceived in a regulatory framework. In short, regulation 
was identified as a much more important issue than had 
been anticipated. 

Regulation, though in a different form from tradi-
tional public utility regulation, has become another focus 
for the resolution of conflicting viewpoints on urban 
transportation. This emergence of regulation as a tech-
nique for resolving differences in viewpoints regarding 
urban transportation policy alternatives was reflected 
in the following fact: There was a common plea from 
all interest groups—publicly owned common carriers, 
labor, public utility commissions, private operators, 
consumers, and so forth—to reduce burdensome regula-
tions, often while they defended the constraints imposed 
by regulation on the other affectedinterests. Although 
every party could suggest changes they found desirable, 
most groups strongly defended existing regulations de- 

signed to advance objectives they found desirable. 

MORE VERSUS LESS REGULATION 
AND 'THE ROLE OF ALTERNATIVE 
INSTITUTIONAL APPROACHES 

A fundamental difference emerged regarding the potential 
of competition as an alternative to regulation and planning 
as an incentive in our institutions for decision making in 
urban transportation. Greater use of competition among 
alternative suppliers was frequently mentioned by some 
participants as a means of increasing the scope of consumer 
choice and providing incentives to transit management. 
Advocates of greater competition generally deny that urban 
transportation meets the requirements of a natural monop-
oly or conventionalpublic utility, in which case competition 
is infeasible. Proposals to change the institutional frame-
work of urban transportation decision making, such as the 
brokerage concept, provide examples of this viewpoint. 

Diametrically opposed were the views of those who 
had argued for more planning and better regulation as 
the desired approach. These views were consonant with 
moving away from competition toward more integrated, 
better planned systems that avoid wasteful competition. 
Consistent with this philosophy were suggestions to cor-
rect jurisdictional problems of conflicting regulatory 
spheres of influence by different regulatory bodies and 
to impose more detailed standards of performance and 
accountability on common carriers. 

Differences concerning the preferred institutional 
structure of decision making reflected fundamental dif-
ferences in the confidence of the participants in the de-
sirability and feasibility of the competitive process. It 
is not likely that additional information will resolve these 
differences. In its extreme form, the choice is between 
integrated, planned monopolistic systems and competi-
tive, less-regulated systems that depend on economic 
incentives and individual initiative. Although there may 
be agreement on the appropriate solution in actual situa-
tions, the philosophical differences in these institutional 
approaches are great. Interestingly, both sides of the 
debate cited evidence that their institutional approaches 
were gaining ascendency. Advocates of planned systems 
cited the, movement toward public ownership and inte-
gration of transit systems and increased use of metro- 
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politan areawide solutions to urban problems. Advocates 
of competition cited the inability of large, capital-
intensive, regulated systems to meet the competition of 
smaller units of organization (private and for hire) that 
use more flexible technology and service (both in the 
intercity and urban transportation markets and in other 
regulated industries). 

PROVISIONS FOR ENTRY AND EXIT 
FROM URBAN TRANSPORTATION 
MARKETS 

The issue of entry and exit in the provision of urban 
transportation service is closely related to the issue 
of the desirability of competition. It received much more 
attention than the other traditional regulatory issues—
fares and service. Although fares and service continue 
to be an issue, the transition of the transit industry from 
a profitable private enterprise to a subsidized public 
operation has intensified the incentive to seek unconven-
tional alternatives to the public enterprise as it is cur-
rently operated. 

I believe that profitable private conventional transit 
operators were successful in convincing public utility 
commissions that the public interest was served by pro-
tecting them from competitors. It was alleged that new 
entrants would skim the cream, debilitate the certifi-
cated carrier financially, and require higher fares while 
inflicting poorer service on the remaining patronage. 
However, these arguments may be much less compelling 
in the future, as public operations move into greater 
deficit positions. (Indeed, if the public transit system 
were completely free, the argument for suppressing 
competition on the grounds of injury to the public enter-
prise would be substantially eliminated.) As the cream 
to be skimmed disappears, the public as taxpayers may 
be more willing to accept private enterprise competitors 
if they can reduce the transit deficit. Evidence about the 
effect of new entrants on the deficit of public operators 
was not presented at the conference however. 

The fundamental issue of entry and exit turned on the 
rights and responsibilities of existing operators, both 
public and private. As is consistent with established 
concepts of public utility regulation, carriers who have 
been granted certificates of public convenience and ne-
cessity argue that they should be protected from poten-
tial competitors who do not bear the public service re-
quirements imposed on them by regulation (off-peak 
service, access to the elderly and handicapped). "Un-
fair" competitors, who use nonunion labor and unsafe 
and uninsured vehicles and have no obligation to continue 
service despite losses, should not be allowed to erode 
the financial strength of existing carriers. According 
to this point of view, the obligations of certificated car-
riers to provide money-losing services entail a right 
of protection against entry of new competitors. Adher-
ents of more competition criticize either the cross-
subsidy implied by this analysis or the assumption that 
entry hurts the established carrier financially or both. 

The concept of freedom of exit was discussed fre-
quently in the context of freedom of entry. If existing 
carriers were injured financially by new entrants, some 
provision must be available for exit from markets. Much 
of the discussion groped for ways to permit the estab-
lished carrier to drop an unprofitable service so that it 
could be picked up by a new competitor. Although this 
type of arrangement was designed to create benefits to 
both the old and new carrier, the representatives of the 
established carriers were fearful that they would be 
blamed for poor service that resulted and would be forced 
to reintroduce the service if the new carrier failed. 

Considerable discussion was concerned with the po- 

tential of competitive alternatives to conventional fixed-
route transit systems. Ride-sharing systems, jitneys, 
fee-paid car pooling, commuter bus operations, and 
special paratransit services (for church groups, the 
elderly, and so on) were considered. These new modes 
do not fit well into the regulatory concepts traditionally 
employed in the industry, and appropriate regulatory 
responses have not yet been developed. Participants 
differed about the potential and desirability of these al-
ternatives to supplement existing systems. Some par-
ticipants seriously questioned the practicality of the new 
alternative systems. Supporters of restrictions against 
entry by private operators who use these modes argued 
both that they are inconsequential and would never amount 
to much as an alternative to existing conventional transit 
operations and that free entry by these modes would 
create chaos and damage the financial viability of exist-
ing carriers. An important related question was whether 
appropriate pricing or other policies to reduce street 
congestion are a necessary condition to relaxed entry by 
new competitors. Participants could not agree whether 
conditions existed in which entry by competitors would 
be acceptable to established carriers. 

The Reston commuter bus operation provided a clas-
sic example of the conflicts over operating rights in 
urban transportation and the public authority's first-
chance right to provide a given service against the claims 
of competitors. The increased market opportunity pre-
sented to private entrepreneurs who operate on a small 
scale, the increased regulatory requirements imposed 
on the public operator, and escalating subsidy require-
ments of public operations point to this issue as one that 
will have increasing significance. No clear consensus 
has emerged to indicate to what extent, if any, public 
operators deserve the same protection against competi-
tors as their private predecessors. 

The legal status of new entrants emerged as a signif-
icant issue. If the common-carrier obligation is imposed 
on a new carrier (such as an individual automobile driver 
who solicits fee-paying riders for the work trip), sub-
stantial increases in insurance rates are the conse-
quence. Requirements to be certificated can also put 
substantial administrative roadblocks in the way of such 
competitors. Many regulatory commissions are not fully 
aware of these consequences. Some participants in the 
conference thought that elimination of regulatory con-
straints on financial incentives to achieve car pooling 
was desirable and emphasized the desirability of not 
classifying casual entreprenuers (such as car-pool oper-
ators) as common carriers. 

Because the two issues are closely related, the cleav-
age of views on entry and exit appeared to be similar to 
that of competition versus regulation. Participants who 
were predisposed toward competition as an incentive for 
efficiency generally favored relaxed controls on both 
entry and exit. Others defended the perspective of cer-
tificated carriers and the role of controls in protecting 
the public from the chaos of free entry. 

The issue of entry and exit will continue to be a press-
ing policy concern. Recent trends in the regulation of 
public utilities and similar economic enterprises (tele-
phone, postal service, intercity freight) are similar to 
those in urban transportation— increased competitive 
pressures on the established enterprise in a regulatory 
environment, which may lead to bankruptcy and public 
ownership. New entrants, who may offer new technology 
or service and are unconstrained by the burden of past 
regulatory decisions, offer tempting alternatives to the 
established carrier. An important policy issue is the 
appropriate policy response to this potential. 
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CONSTRAINTS AND INCENTIVES 
EXPERIENCED BY EXISTING 
CARRIERS 

The regulatory environment faced by the existing car-
riers was an important area of concern. Both public 
and private operators expressed the view that regulation 
unduly restricted the prerogatives of management and 
was unresponsive to public needs. The workability of 
traditional public utility concepts, such as the common-
carrier obligation, in an environment of public owner-
ship of transit and the lack of comparable regulation of 
the predominant mode-the private automobile - was 
questioned. Complaints were expressed, for example, 
about the high insurance costs of being classified as a 
common carrier in any mode. 

Support was expressed by some participants for 
greater flexibility for existing operators, both transit 
and taxi, to experiment with changes in fares and service 
without being locked into the change. Many participants 
felt that transit management could not afford to innovate 
in the present regulatory environment, given the regula-
tory impediments to reversing mistakes. Another pro-
posal consistent with this philosophy was to permit op-
erators to engage in intermodal operations, in which 
they would be free to serve the passenger with the best 
system regardless of the mode or service concept. 

A further elaboration of this basic concept is the 
brokerage concept described by Frank Davis. Contrary 
to the present trend toward integrating regulation and 
operation into a single planning function under public 
ownership, "the brokerage concept" employs a separate 
regulatory body, which matches the demands of differ-
ent groups with alternative suppliers, who are not 
awarded monopolies in perpetuity. 

The brokerage concept raises several fundamental 
questions about regulatory policy. The first is whether 
regulation of the public enterprise should pursue a postal 
service model, in which the public authority functions 
as an operating agency and regulatory and policy deci-
sions are made by a separate commission or agency. 
The alternative system is to retain the regulatory and 
policy-making agency within the operating authority. A 
second issue is the value of economic incentives to ex-
isting carriers. The school bus model, for example, 
was suggested by some as a means of inducing competi-
tion within a coordinated transit or taxi system. Indi-
viduals, like owner-operators in intercity trucking, 
could bid for the right to serve under the supervision of 
a certificated carrier. 

Some participants expressed the view that, where pub-
lic transit service was good, fares were not a big issue. 
Others observed that the desirability of holding down 
fares to achieve a distribution of income more favorable 
to lower income groups was an important issue. This 
divergence of views led some to observe that the dis-
satisfaction with regulation of urban public transporta-
tion is partly a matter of a failure to establish trade-
off s between fares and service. If higher fares could 
be used to justify improved service, satisfaction with 
the process might be improved. 

Although there was general dissatisfaction with the 
effects of the present regulatory environment, there 
was substantial disagreement regarding the appropriate 
remedies. These divisions of opinion followed the same 
lines as the other issues. The proposals for increased 
discretion by transit management in meeting service 
requirements and in experimenting were more widely 
accepted than were the proposals for more economic 
incentives through the competitive process. 

PERSONAL OBSERVATIONS ON 
THE ISSUES 

Early concepts of the regulation of urban public trans-
portation were designed to prevent the private carrier 
from making too much money, in the words of one ob-
server. As the transit operation has evolved from a 
profitable to an unprofitable operation, the gap between 
public expections and experience has widened. Tax-
payers now argue that their desires deserve increased 
consideration in view of the heavy subsidies they con-
tribute. These pressures cause increased public in-
volvement in transit operations and demands for public 
accountability of the system. Regulation therefore now 
concerns a range of economic and social objectives under 
public ownership. 

The conflicts among the participants at the conference 
raise an important issue: The widespread dissatisfaction 
with the present regulatory system appears to reflect 
the inherent, irreconcilable contradictions of competing 
objectives by present participants in the regulatory pro-
cess as well as the limitations of present institutional 
structures. Regulation faces tremendous odds as a 
policy tool in an environment in which the overwhelming 
portion of travel is exempt from economic regulation. 
The present demands on the regulatory system are ex-
cessive in terms of the system's ability to respond and 
resolve the differences, given the resources available 
to regulators. 

Representation at the conference of each of the major 
interests in conflict, under these circumstances, pre-
cluded any agreement on recommendations. These in-
herent conflicts are not going to go away, and change 
will not take place unless mechanisms are developed to 
compensate the losers in any policy change. 

Much of the disagreement about desirable institutional 
structures is based in part on significant differences in 
objectives for urban transportation. Regulatory com-
missions, authorities, and policy makers who wish to 
use transit as a tool to achieve social and economic ob-
jectives are aided by dealing with one or a few suppliers. 
The presence of many small suppliers would be chaotic 
from the perspective of the regulator and would call for 
a reduction in the number of competitors and increased 
monnpolization of supply. New competitors do not fit 
into the existing regulatory process for achieving social 
and economic objectives, which usually califor suppress-
ing potential competition. Representatives of the con-
ventional transit industry, who are increasingly being 
required to make their operations responsive to a wide 
range of policy objectives (e.g., access to the handi-
capped), find the proposals for more competition to be 
unrealistic. Proponents of increased competition are 
frequently dubious of the ability of transit to accomplish 
these goals. 

New mechanisms must be developed to resolve the 
conflicts between certificated carriers and new entrants 
and for addressing the problem of how to regulate new 
modal alternatives (if at all). The new entrants can 
adopt operating procedures (such as hiring part-time 
employees) that meet a definite need in urban transpor-
tation services. But this potential will not be realized 
until regulatory institutions change. Mechanisms should 
be found to identify when new entry is beneficial and ac-
ceptable to existing operators. 

Whether traditional regulatory incentives are suffi-
cient to deal with the change from private to public own-
ership is open to serious question. Regulation is de-
signed to prevent individuals from seeking their own 
interests. Regulatory institutions are poor substitutes 
for economic incentives to respond to changing demand 
conditions, new technology, and changing cost conditions. 
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For this reason, they have not proved to be effective as 
positive incentive systems. The challenge to urban 
transportation is to develop new institutional mecha-
nisms to harness the expression of sell-interest that is 
currently undermining the regulatory system. 

There are a number of issues of fact that remain un-
resolved. The consequences of relaxed entry require-
ments on availability of service, mode choice, energy, 
congestion, transit finance, peaking of demand, effi-
ciency, innovation, transit labor, and urban goals are 
primarily issues of fact. Basic issues, such as whether 
new modes (e.g., fee-paid car pooling and jitneys) will 
draw their demand primarily from automobiles or from 
transit (and under what circumstances), remain un-
resolved. No data were provided that actually shoved 
that removing the constraints on the profit motive would 
increase car pooling. Future research to address this 
vacuum is encouraged. 

Some participants expressed the view that much of 
the debate on alternative regulatory structures failed to 
state explicitly the goals that regulation was designed 
to accomplish, nor was regulation compared with other 
means to accomplish the same ends. This deficiency 
should be corrected by a more consistent analysis of the 
efficacy of alternative regulatory mechanisms to ac-
complish alternative sets of desired results. In addition 
to the achievement of urban policy objectives, alterna-
tive regulatory schemes should be evaluated in terms of 
their effects on labor and management practices, effi-
ciency and costs, service, fares, demand, innovation 
and choice of technology, the financial status of transit, 
consequences for public versus private ownership, en-
forcement and other institutional issues, common-
carrier obligations, service standards, and equitable 
treatment of all concerned. 

Issues of Regulation Under Private 
and Public Ownership 
Robert C. Buchanan, National City Management Company, Fairfax, Virginia 

Public transportation services are an essential part of 
urbanized society today and will play an even greater 
role in the future. Transportation has a direct effect 
on community development, the survival of the cities, 
and economic prosperity. Transportation as a whole is 
a major source of employment for more than 3 million 
American citizens; it is the lifeline of travel and com-
merce. In the next two decades, the demand for trans-
portation in this country will at least double. 

Indeed, transportation's role is so vital to modern 
civilization that it has become more than a service 
function— it has become a partner of the government, 
commerce, and the society that it serves. Urban trans-
portation systems are intended to bring people and things 
together. There has been a continual challenge to find 
better means of transportation that would save time and 
effort and provide greater convenience than walking— the 
use of mules and horses, sleds, wagons, stage coaches, 
horse-drawn cars on rails, streetcars, buses, rapid 
rail, and now various paratransit modes. Likewise 
there has been a challenge to improve on the archaic 
regulation process. Travel in major cities in peak 
periods has often been characterized as moving at a 
snail's pace. This also describes the speed often met' 
in processing a request through the formal regulatory 
bodies (the Interstate Commerce Commission, state 
public utility commissions, city utility commissions, 
and the city councils or county commissions). 

TRANSITION FROM PRIVATE TO 
PUBLIC OWNERSHIP 

There have been various changes that have directly af- 

fected transportation through the years. The most sig-
nificant one affecting mass transit has been the transition 
from private to public ownership. For many years 
transit was, for the most part, an enterprise operated 
by private companies that had as their primary purpose 
the realization of profit from their operations. Since 
1945, ridership has declined at an increasing rate and 
the financial operations have increasingly been in the 
red. Urban transit lost more than 50 percent of its 
riders between 1945 and 1955, while operating costs 
climbed sharply. 

The persistent downward trend in passenger riding 
has been caused by a number of significant factors, in-
cluding the availability of automobiles and increase in 
autombbile registration; the federally financed highway 
program; shifts in the location of people, housing, and 
industry and in other land use (growth outside the central 
city has low density and is scattered rather than clus-
tered); growth of shopping centers; advent of home tele-
vision; and shorter work weeks, longer vacations, and 
more leisure time. In addition, it is estimated that, by 
1985, 56percentof all jobs will be located outside the 
central city. These elements have all had their impact 
on transit. 

In the 1960s, local governments began to react to the 
financial crises of private transit companies that gen-
erally were not furnishing the transit services that were 
deemed essential to the metropolitan areas. There was 
a massive conversion during the 1960s from private to 
public ownership. 

The federal government entered the field of public 
transit in 1964 with the passage of the Urban Mass 
Transportation Act. Gradually, mass transit began to 
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take its place as a legitimate community service, com-
peting for public funds with other governmental functions 
such as fire services, police services, recreation activ-
ities, and other programs. The shift from private to 
public operations changed the focus and the standards for 
the evaluation of systems. Instead of relating the tran-
sit service to the amount of money the system makes, 
the questions that must be raised relate to how many 
people the system serves, how well it serves them, and 
the capacity of the policy, regulatory, and management 
structure to meet the objectives established for public 
transportation within the community. 

REGULATION UNDER PRIVATE 
OWNERSHIP 

Private operators for many years have been regulated 
by the various responsible public regulatory bodies ac-
cording to the type of service provided (i.e., local, re-
gional, state, interstate). These regulatory bodies were 
the offspring of the original national bodies created in 
the middle of the nineteenth century to control monopolies 
in the areas of railway transportation and banking. The 
need for such regulation was recognized and developed 
during an era of intense individualism, before the intro-
duction and apparent acceptance of antitrust laws, fair 
trade and fair labor laws, federal financial aid, and the 
pursuit of social goals by government and sometimes by 
private industry. 

The major emphasis was on regulation related to fare 
and the service provided by private transit companies. 
Service was regulated with respect to quantity and qual-
ity. Safety standards were examined. Any alternatives, 
expansions, or abandonment of the routes established in 
the initial granting of operating rights required prior 
regulatory approval. Both fare and service decisions 
were made on the basis of permitting some fair or rea-
sonable return. There was some degree of commonal-
ity, but exact determination of the return was at the 
discretion of the specific regulatory body. There were 
variations in methods of measuring earnings for regula-
tory purposes, the legal framework, and methods of 
allowing the firm to achieve the allowed level. The 
regulatory bodies restricted competition because they 
were unwilling to grant permission for the duplication 
of services by other transit firms. Justification of reg-
ulation has always been predicated on the protection of 
the transportation user against excessive charges and 
discontinuance of necessary services, on discriminatory 
practices by the public transit operators, or on protec-
tion of the individual carriers from each other. When 
the financially troubled transit systems were struggling 
for survival, the formal regulations, procedures, and 
legal processes of the regulatory bodies provided an ad-
ditional hardship. 

Transit managers were and have been continually 
criticized for lack of innovation and marketing skills. 
Regulatory bodies refused to grant to the operators 
special variances or allowances on their rate of return 
to permit them to experiment with new services and 
techniques and to implement various marketing endeav-
ors. The private operators could have done a more ef-
fective job if the regulatory bodies had cooperated for 
the overall good of the public. 

Some operators, who were in serious financial dif-
ficulties, concluded that they could not afford the expen-
sive legal expenses required to seek fare increases and 
service cuts and therefore closed their doors early. 
Most regulatory bodies have not changed or altered their 
internal operating procedures or their staff size and 
composition for many years. Delays in the administer-
ing and processing of applications have caused hardships  

to both the general public and the transit companies. 
There was competition between transit operators in cer-
tain service areas and a method of transferring certifi-
cates was badly needed. The documentation required to 
accompany applications to the regulatory body for 
changes in routes, schedules, and so forth was anti-
quated and in need of refinement to keep it pertinent and 
meaningful in the determination of regulations. 

Notifying the general public about proposed hear-
ings, effective dates, and so on presented another prob-
lem. Emergency authorizations by regulatory bodies to 
grant temporary or trial changes in routes, fares, or 
schedules were not satisfactory and were not even per-
mitted by some agencies. The general policy of holding 
public hearings on a particular request away from the 
affected area prohibited fair public treatment of the 
parties involved. Joint hearings between overlapping 
regulatory bodies, required in certain areas, presented 
delays and often conflicting opinions and outcomes. 

The refusal of regulatory bodies to waive filing re-
quirements and procedures under certain circumstances 
provided hardships to the public and the bus companies, 
as did the lack of coordination between various regulatory 
bodies and these bodies and other agencies. Regulatory 
procedures basically have had no regard for the develop-
ment of new technology in public transit, new towns to 
be served, or the special problems of the poor and the 
disadvantaged. The deficiencies described here point out 
the problems that need attention if the regulatory process 
is to be improved. 

REGULATION UNDER PUBLIC 
OWNERSHIP 

When the privately owned systems became public, the 
matter of regulation had to be addressed. The authorities 
in many situations were vested with the power, authority, 
and jurisdiction to exercise the functions necessary for 
maintaining public transportation as an ongoing function, 
sometimes restricted only by the intent that the system 
should be sell-financing and sell-liquidating. Some 
county and city authorities were created by ordinance 
under specific control of the county commission or city 
council in regard to the establishment of policies and 
budget limitations. Therefore, levels of fares and ser-
vice had to be approved by the county commission or city 
council and, in some cases, public utility commissions, 
either state or local. It has not been unusual for a tran-
sit authority board to approve a fare change or service 
modification only to have the responsible city council 
veto the changes after several delays. 

Through the years, many regional authorities have 
been given the power to regulate not only their own oper-
ations but also those of other systems that operate in 
their areas. It was the intent in creating some authority 
bodies that they perform the role of buffer between the 
citizenry and the board of county commissioners or city 
council and keep politics out. This buffer appears to be 
very difficult to maintain today, since there is greater 
local public financial support of the system. Unfortu-
nately, political pressures are being exercised that in-
fluence not only regulatory matters but also routing, 
services, labor agreements, hiring and personnel selec-
tion, financial policies, budget development, manage-
ment procedures, and marketing programs. Simply put, 
now that there is federal, state, and local money in-
volved to assist local transit, the politicians want a piece 
of the action. 

In some cases, newly created regulatory commissions 
have used their predecessor agencies' format of an organ-
ization that requires formal, detailed procedures and 
lengthy hearings. Other authorities have developed a 
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more streamlined system of regulation with major em-
phasis on their parochial interests. Some authorities 
require comprehensive fare studies before they make 
decisions, while others make dramatic fare decisions 
without the evaluation and analysis that are warranted. 
The same is true regarding service, routings, general 
policy, and so on. Great inconsistencies are often dem-
onstrated. Strange political considerations are often 
suggested in the decision-making process. 

Some transit systems suffer from the requirement 
that permission be requested from several levels of 
authority before decisions are made. Regulations may 
be administered at as many as five different levels of 
government. Related indirect regulations provide addi-
tional problems. 

The role of the transit authority as a regulatory body 
has become very important. Therefore, it appears es-
sential that some clear, concise direction and assistance 
be developed and provided to the authority. Many author-
ities have been faced with making major regulatory de- 

cisions without having the needed expertise and data to 
handle the question adequately. 

The regulatory role needs to be clearly defined to re-
flect a broader outlook. In today's world, it would seem 
that there is far more to the regulation of modern local 
transit and that there is a need for a changing role in 
regulation. There is ample evidence that many current 
regulatory practices and procedures do not encourage 
determination.of public interest in its broad definition. 
It is well recognized by many officials concerned with 
the planning and operation of local public transit and other 
urban functions that local transportation regulatory bodies 
can and should play a more positive, key role in con-
tributing to overall urban development and transit service 
objectives. Not only should regulatory bodies decide on 
controls over transit, but they should also be making recom - 
mendations and assisting in a positive way. They can do 
this only by looking ahead and realistically adjusting to 
the times. 

Regulation of Urban 
Transportation 

George W. Hilton, Department of Economics, Uniyersity of California, Los Angeles 

The famous case of Munn v. Illinois (1877) occurred on 
the eve of widespread introduction of three technologies 
that involved significant economies of scale: the tele-
phone, generation of electric power for lighting and other 
purposes, and the electric street railway. This case, 
which established state power to regulate prices in busi-
nesses that affect the public interest, thus occurred just 
in time to establish state regulation of enterprises of a 
character that, according to most textbook analyses, 
justified some form of state intervention. 

The electric street railway was the last of the three 
to have widespread adoption. Although electric street-
cars were developed experimentally in the early 1880s, 
the technology did not become more economic than its 
rivals (the horsecar and the cable car) for general ap-
plication until Frank J. Sprague's installation of his 
direct current technology in St. Joseph, Missouri, in 
September 1887 and Richmond, Virginia, in February 
1888. By 1893, the electric streetcar had demonstrated 
its superiority in costs and quality of service over both 
its rivals, and by the turn of the century conversion of 
American street railways to Sprague's technology was 
virtually complete. 

Previously there had been no apparent economies of 
scaleforhorsecaror cable car operation. The cable 
car, in particular, had an inflexible relation between the 
powerhouse and the line. The optimal arrangement was 
to place a powerhouse about 4 km (2.5 miles) outside of 
the central business district (CBD) to run approximately 
8 km (5 miles) of cable lines. The alternative of locating  

a powerhouse in the CBD, so that it would power the lines 
radially, entailed buying land in the CBD, typically the 
most expensive land in the city. There appears to have 
been no economy of scale in proliferating powerhouses. 
St. Louis was typical: Each major street out of the CBD 
was served by a separate company, of which five used 
cable cars and the rest horsecars. When the electric 
streetcar was introduced, the most economical way of 
distributing power was to have a single power station with 
a citywide grid of electrical facilities. After 1907, this 
consisted of three -phase generation of alternating current 
with a series of substations around the city to convert the 
alternating to direct current with the positive in the over-
head wire and the negative in the track. This arrange-
ment combined the economies of generation and trans-
mission of alternating current with the excellent acceler-
ation properties of direct current. In St. Louis the six 
powerhouses of the five cable companies were replaced 
with a single powerhouse capable of operating all the 
former cable lines and the city's previous horsecar lines 
when they were electrified. In St. Louis, as in most 
cities, the street railway system was rapidly unified into 
a citywide monopoly. 

The technological improvement of the electric street-
car—which was a very great one—manifested itself not 
in a fall in the traditional 5-cent fare but rather in im-
proved quality of service and in citywide transfer privi-
leges, which municipal governments typically extracted 
from the transit companies as a quid pro quo for the 
monopoly powers granted them. In some cities the 5-cent 
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fare was written into the company's franchise, but in 
others it was a rate set by a state or localiregulatory 
commission that typically had powers over other public 
utilities in the area. 

The powers of such regulatory commissions depended 
in part on their statutory authorities and in part on their 
common-law obligations to provide due process of law 
to the regulated firms. Munn v. Illinois had simply 
established the right of states to regulate, but it had not 
spelled out due process. Inevitably, the courts would 
have to determine what was due process, if only because 
regulated firms, no less than unregulated enterprises 
and individuals, had a constitutional protection against 
confiscation of their property without due process of 
law. The Supreme Court's basic directive in this area 
was the famous case of Smyth v. Ames (1898). In this 
case, together with some others of the same period, the 
Supreme Court required a process of valuation of the 
firm, determination of a fair rate of return on that valu-
ation, and then determination of a pricing structure. In 
all cases, the rate structure entailed a discriminatory 
pricing system. This may not appear obvious in the case 
of the street railways, since their fare (except in Cleve-
land) was a flat one of 5 cents. The fare, however, was 
not dependent on distance; thus, travelers who went 
short distances paid a higher fare per block than those 
who traveled longer distances. This was a rational 
form of discrimination, since presumably the people 
who used streetcars for shorter distances in preference 
to walking were people who gave high value to their time 
and so had a lower elasticity of demand .for the service 
than people who traveled the longer distances. 

The process of regulation set forth in Smyth v. Ames 
has been subjected to a great deal of academic condem-
nation, especially in recent years. Most basically, the 
process is founded on the presumption that the monopoly 
characteristics of the regulated industry were perma-
nent, but this could never be a justifiable assumption. 
Any industry will decline if given enough time. The 
regulated industries were particularly likely to do so, 
however, because of their discriminatory rate struc-
tures. These rate structures give the economy the in-
centive to develop some alternative to the regulated 
service that is capable of competitive organization 
and that has a comparative advantage for the sort of 
service against which the discrimination is directed. 
In the case of the street railway, the discrimination was 
directed against passengers who traveled less than ap-
proximately 4 km (2.5 miles). Regulation, as Posner 
has pointed out, is essentially a form of taxation. The 
monopoly gain that is generated through the regulatory 
pricing system is dissipated in cross-subsidies of some 
sort. In this instance, the passengers who traveled less 
than 4 km cross-subsidized the passengers who traveled 
more than 4 km by streetcar. Most municipal govern-
ments, it should be observed, felt that this form of 
cross-subsidy worked to their advantage: It increased 
home-to-work distances, tended to expand the urban 
pattern, and produced a geographical pattern of a CBD 
for specialized retailing, amusements, restaurants, 
and central office employment combined with strip shop-
ping streets along the electric car lines for shopping 
of a more ordinary character. 

The economy was not long in developing a carrier 
to engage in cream skimming, i.e., a carrier with a 
comparative advantage for moving passengers less than 
4 km. This carrier arose in the form of the jitney 
in Los Angeles in mid-1914. The early jitneys were 
simply Model T Ford touring cars used as common 
carriers. The service was, in general, provided by 
owner-operators as a casual employment. People went 
into the activity as they became unemployed or as their  

alternatives otherwise became unsatisfactory. At any 
given time about 40 percent of jitney operators performed 
the service full time and 60 percent operated part time. 
The part-time operators were divided into some who 
drove 2 h in the morning and 2 h in the evening and others 
who simply carried passengers as common carriers on 
their trips between home and work. The jitneys were a 
competitive market in transportation: They manifested 
the quick response to changing demand conditions and the 
absence of monopoly gain that are characteristic of such 
markets. 

Had the jitneys been allowed to survive they would 
have constituted a competitive bus industry. In the year 
and a half or thereabouts in which they were tolerated, 
the vehicles evolved toward specialized carriers, mainly 
truck and automobile chassis fitted with wooden bodies 
specifically designed to carry passengers. As is uni-
versally recognized, this was really the origin of the 
bus in America. Previously there had been only one 
successful bus operation in the country, the Fifth Avenue 
Coach Company in New York. This was, however, a 
special case because of New York's unwillingness to ai-
low electric streetcars on its principal north-south 
thoroughfare. Although the origin of the bus in a tech-
nological sense in the jitney movement has long been 
recognized, it has not in general been recognized that 
the jitney movement of 1914 to 1915 demonstrated the 
economic organization suitable to the bus. The bus, 
being without citywide distribution facilities of the char-
acter of the electric streetcars, was capable of competi-
tive economic organization. 

Had the jitneys been allowed to survive they would 
probably have driven the electric streetcars out of exis-
tence except on the most heavily traveled routes by the 
mid-1920s. The urban transportation system in our 
major cities would consist mainly of competitive owner-
operated vehicles. These would range from private 
automobiles registered as common carriers through 
specialized vehicles like Volkswagen microbuses and 
American van vehicles run by full-time operators to a 
smaller number of 40 to 50-passenger diesel buses like 
those that currently operate in the industry. Jitneys would 
operate without restriction as to route, schedule, or 
fare. They could accordingly operate faster because of 
free choice of route, and, being in the main smaller, 
they would be able to operate longer distances without 
stopping. Judging from the tolerated jitney service on 
the Martin Luther King Drive in Chicago, they could 
apparently provide a higher standard of service than such 
entities as the Chicago Transit Authority for about 60 
percent of the cost and still yield a profit. 

The jitneys, of course, were not allowed to survive 
but were put down in every city in the country. They 
were tolerated on Martin Luther King Drive in Chicago, 
on Pacific Avenue in Atlantic City, and on Mission Street 
in San Francisco, but they were restricted to linear 
routes and thus did not constitute the free-roaming com-
petitive market in urban transportation that the jitneys 
had been and could have continued to be.-  The reason for 
the universal suppression stems in part from the nature 
of regulation. According to Smyth v. Ames the regula-
tory commission is obligated to provide a regulated firm 
with afair return onafair value of investment. Nothing in 
Smythv. Ames indicates that the regulatedfirm canbe ex-
pected to decline, but, as I have said before, the nature of 
the pricing structure was such as to assure the decline of 
regulated firms. The jitney episode was simply the 
earliest manifestation of what should easily have been 
predictable in the late nineteenth century when regulation 
was taking shape. Partly out of the common-law obliga-
tion under Smyth v. Ames and partly out of the city's 
desire to preserve the cross-subsidy in the 5-cent fare, 
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every city opted to protect its street railway by putting 
down the jitneys. 

It should also have been predictable that such a course 
of action would be very largely sell-defeating. Putting 
down the jitney meant that the public would turn to the 
automobile as a private carrier rather than as a common 
carrier. The policy of putting down the jitney was the 
analog on the municipal level of a federal policy of 
simply prohibiting common carriage by truck. The fed-
eral government mercifully did not engage in such a 
policy but rather put trucking into the same cartel as the 
railroads under the Interstate Commerce Commission. 
The trucks were arising simultaneously with the jitneys 
in response to the incentives in railroad tariffs to find 
some competitive device to move goods that were high 
in value in relation to their weight, for those were the 
goods against which the discrimination in railroad tariffs 
was directed. 

The other consequence of putting down the jitneys was 
to cause the conversion from streetcar to bus to be made 
within the economic organization of the street railways. 
Costs moved steadily in favor of the bus and against the 
electric streetcar over the course of the second quarter 
of the twentieth century. The bus was also more flexible 
in being able to pass other buses on the line, in making 
empty return trips in rush hours to gather up additional 
loads, and in being able to avoid such impediments on 
the line as fire equipment. 

The street railways exhibited some symptoms of being 
a declining industry (notably chronically depressed rates 
of returns) as early as 1918. Passenger counts peaked 
in 1923 and thereafter declined quite steadily. The qual-
ity of the service that streetcars offered was such that, 
except in the lowest income brackets, people tended to 
turn away from the service in favor of automobiles as 
their incomes increased. The industry was confronted 
with a relatively low price elasticity, so that losses 
could be minimized by a policy of raising the fare and 
contracting the rate of output. Accordingly, this be-
came one of the most conspicuous declining industries 
in the economy. It was the first of the major regulated 
industries to confront its regulatory commissions with 
the situation in which a target rate of return could not 
reasonably be sought. 

Increasingly, the regulatory commissions were con-
fronted with the problem of simply keeping the transit 
companies in business. Indeed, most of those located in 
the smaller cities have already gone out of existence. 
By the mid-1950s, most were unprofitable enough that 
municipalities had to assume their operation. By the 
mid-1970s, they are typically unprofitable enough that 
cities are unable to support them; the federal govern-
ment has thus begun a policy of first investing in them 
and more recently bearing a portion of their operating 
losses. Regulation contributed to the problems, at 
least peripherally. Given an elasticity of demand es-
timated at -0.3 to -0.4 for the industry, it appears that 
the transit firms are not able to maximize net receipts. 
They would be better off to raise fares to a level at 
which demand is elastic—which is to say at which the 
elasticity is absolutely greater than -1— and to contract 
the output. Regulatory commissions appear to have 
been reluctant to see accelerated rates of decline of 
output in the industry. The conversion of the Chicago 
transit system to public ownership in the form of the 
Chicago Transit Authority in 1974 is widely attributed 
to the unwillingness of the state regulatory commission 
to allow rate increases to the predecessor private enter-
pri se 5. 

The conversion of most major transit systems to pub-
lic 'ownership has reduced the significance of regulation. 
Many of them are free of regulatory control, and for 
most of the rest the regulation is nominal. The enter-
prises are, in the main, public authorities that do not 
attempt to maximize net receipts and whose administra-
tors are in no position to capture an entrepreneurial gain 
from effective resource allocation within the system. 

American transit enterprises remain what the policy 
of putting down the jitneys assured: a monopolistic or-
ganization, a linear pattern of routes mainly radial to the 
CBD5, a relatively large vehicle (a 40 to 50-passenger 
diesel bus) as the standard equipment, service provided 
on a schedule with approximately the quality of service 
of the old streetcar system, and a unionized labor force. 
The monopolistic organization of the transit system tends 
to produce a strong union by putting a small group of the 
drivers in a crucial position to tie up the entire opera-
tion. Accordingly, the Amaigamated Transit Union is a 
relatively strong one with a monopoly gain estimated at 
from 1 percent to 18 percent of drivers' earnings. Con-
version from private to public ownership strengthened 
the unions by replacing profit-seeking entrepreneurs with 
public servants who have lower incentives to resist wage 
increases. In addition, when federal funds are provided 
for the conversion under the Urban Mass Transportation 
Act, section 13c of the statutory authority assures ex-
tensive protection of job rights. 

In turn, the strength of the union in the industry gives 
the operators in large cities (both public and private) the 
incentive to choose a relatively large vehicle (the current 
40 to 50-passenger diesel bus) instead of the Volkswagen 
or van vehicles that jitney operators in a competitive 
transit industry would probably use. Thus, the transit 
industry is overcapitalized —a situation that a federal 
transit subsidy program tends to make worse because 
bus replacement programs and the replacement of major 
bus lines with rapid transit rail lines are the investments 
to which most of the funds in the program are allocated. 

As economists have recognized for at least 15 years, 
rate-base regulation also tends to make regulated indus-
tries more capital intensive than they would otherwise 
be. This probably is not a major consideration in tran-
sit, since regulation in transit has not been in any real 
sense directed to an effort to secure a target rate of re-
turn since 1918. The misallocations in this industry 
stem from the decision to put down the jitney (which in 
turn stems from the obligation of Smyth v. Ames), at 
least in part from local decisions to establish transit 
authorities, and from a federal program that helps fund 
such decisions. 

Accordingly, one must conclude that regulation of 
transit is no longer highly significant. The damage it did 
is in the past. The appropriate course for public policy 
is to undo that past damage by abolishing the transit 
authorities, ending the Urban Mass Transportation As-
sistance Program, and allowing competitive markets in 
urban transportation. Anyone who wishes to provide 
urban transportation should be allowed to do so, pro-
vided only that he demonstrates a competence in driving 
(e.g., by qualifying for a chauffeur's license), makes a 
show of financial responsibility, and meets safety re-
quirements for his vehicle. He should then be allowed 
to operate without limitation on route, fares, or sched-
ules. If such policies were implemented, along with 
variable user charges on streets and taxation of noxious 
emissions, what appear to be severe problems of the 
urban transportation industry would rapidly disappear. 
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For several decades our country pursued a one-sided 
urban transportation policy of highway construction and 
fostered only private transportation. While many bil-
lions of dollars of public funds were expended to develop 
automobile travel, supplemented by a much larger ex-
peiditure of private resources for the same purpose, 
public transportation in most cities either disappeared 
or deteriorated to a level of service unacceptable to the 
majority of its potential passengers. 

The result of this policy that failed to treat urban 
transportation as a coordinated multimodal system has 
been a highly deficient transportation service that leaves 
many transportation needs unmet. Not only transit but 
also private automobiles function under conditions un-
suitable for them. For many urban trips the excellent 
potential mobility of the automobile cannot be realized 
because of congestion. These conditions have been a 
major factor in the development of crisis conditions in 
our urban areas in general. Today, it is difficult to 
estimate whether the social, financial, and environ-
mental problems are more serious in Newark, Detroit, 
or Los Angeles. 

Correction of this course through the introduction of 
a policy that should foster transportation of people by a 
coordinated set of modes rather than maximizing vehic-
ular travel started during the mid-1960s, but the prog-
ress in improving public transportation has been slow 
for several reasons. First, the level of transit financing 
has been far below the needs, and it is still one or two 
orders of magnitude lower than the corresponding level 
of financing of highways. Second, the transit industry 
sadly lacks expertise. Alter decades of fighting for 
survival, many transit agencies are far behind the times 
in their operations, marketing, planning, and other 
activities. Equipment suppliers also show a serious 
lack of technical capability, and the government agencies 
that deal with urban transportation are no better off in 
this respect than private industry. Third, there is a 
very active opposition to all improvements in public 
transportation from a variety of different interests, op-
ponents of cities, and professional critics who oppose 
all changes. Much of the criticism is destructive rather 
than constructive. It attempts to emphasize all the 
problems of the existing programs without recognizing 
their successes and suggesting any alternatives. Simi-
lar or much worse problems in other areasof urban 
transportation (e.g., construction of unneeded bridges; 
wasteful public subsidy of huge parking garages; and 
excessive smog, noise, and congestion) are generally 
ignored. 

A serious problem in improving urban transportation 
in general is lack of understanding of the extremely 
complex economic, social, and technical relationships. 
Some basic concepts are confused either because of poor 
understanding or by the design of those who are inter- 

ested in perpetuating the existing, highly inefficient urban 
transportation system. It is nearly amusing to note that, 
while the areas that need more attention to achieve real 
and effective solutions (improvement of bus and rail 
technology, planning, operating, marketing practices, 
and so on) are seriously neglected, an extraordinary 
emphasis is placed on two types of unrealistic solutions. 
First, numerous proposals are heard for the introduction 
of exotic technology that looks like urban transportation 
for the twenty-first century but that is often so unsound 
that it will never exist (PRT, dual mode, and others). 
At the same time another group is arguing strongly for 
solutions of organizational problems that resemble 
an idealized nineteenth century that in real life never 
was (free market, no need for protection of public inter-
e st). 

All of these problems have converted the United States 
from a leading country in urban transportation into a 
country that lags several decades behind others, not only 
in technology and management of public transportation 
but also in organizational and policy matters and, most 
importantly, in understanding of the issues by politi-
cians, the public, and theoreticians. One of the latest 
causes of confusion has been the often indiscriminate 
criticism of the regulation of urban transportation. Al-
though some critics correctly point out certain obvious 
weaknesses of the existing regulations and suggest real-
istic and constructive improvements, others go so far 
as to suggest that all regulation is harmful and should be 
discontinued, since free market forces would result in 
more efficient public transportation. 

The critics of regulation are well represented at this 
conference, while the representation of transit opera-
tors, regulatory agencies, and other groups that are 
involved in actual urban problems at the operating level 
is quite small. Even more paradoxical is the fact that 
the cities that have developed the most successful public 
transportation systems, using advanced concepts of reg-
ulation (total integration of transit services on regional 
basis), have no representatives here. I have serious 
doubts whether the composition of this conference will 
allow a realistic analysis of urban public transportation 
and the development of constructive suggestions for im-
provements in our cities. 

REGULATORY CONSTRAINTS 

Most critics of the present regulations start with the 
premise that regulation represents a severe and unneces-
sary constraint on the operations of public transporta-
tion. This attitude is based on a number of concepts and 
assumptions that are questionable at best: 

1. The main objective in urban public transportation 
is to make it a profitable business rather than to provide 
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adequate service for the public. 
Free market forces should be used in urban trans-

portation instead of regulation. The fact that free mar-
ket conditions do not and cannot exist in urban transpor-
tation in the real world is seldom even mentioned. 

The conditions and characteristics of long-
distance freight transportation are virtually identical 
with those of passenger transportation in cities (see the 
paper by Hedges in another part of this Special Re-
port). It should be clear that this is simply not so, 
without presenting here the basic explanations about the 
differences in levels of service required by the two dif-
ferent customers (freight and passengers), environ-
mental aspects, social costs and benefits, pricing con-
siderations, and so on. 

All regulation in urban transportation, even the 
establishment and enforcement of safety standards, is 
burdensome W. This is probably true for every op-
erator who wants to make a profit and does not care about 
his customers or any public interest, but all competent 
operators, be they private or public, working at a profit 
or with public support, are very much interested in 
meeting reasonable standards and have no major prob-
lems with them. Shouldn't protection of the public in-
terest, including economic and safety aspects, be given 
the overriding significance in public transportation? 

Regulation was initially introduced to solve prob-
lems that, for some unexplained reason, would not exist 
today. The problems of substandard service, unre-
sponsiveness to social needs, a focus on profitable ser-
vices only, economically wasteful competition (elimi-
nated from all other utilities), all of which are inherent 
in unregulated services, are 'virtually ignored. If regu-
latioñ that solved these problems was removed, could 
they be simply wished away? 

We should adopt solutions from the developing 
countries that resemble those we had decades ago rather 
than follow the examples of Western European cities, 
some of which are well ahead of us. Karachi, Manila, 
and Istanbul are discussed more than Munich, Amster-
dam, and Gothenburg! 

Problems relevant to one mode of urban trans-
portation— taxis— are discussed, but it is implied that 
the discussion covers urban public transportation. 
Transit services that perform the vast majority of urban 
public transportation in all large and many medium-
sized cities are generally ignored. 

THE GRAND ILLUSION: FREE MARKET 
IN URBAN TRANSPORTATION 

It would be out of place to discuss here the merits and 
limitations of the free market, but it appears useful 
to point out that the basic conditions required for the 
free market to function include (a) the purchaser of 
service must pay at least the marginal cost of the ser-
vice he or she uses, (b) spillover costs and benefits 
are not significant, and (c) the ratio of operating cost 
to capital is approximately equal among the competing 
suppliers (2). All three conditions are strongly violated 
in cities. Urban passenger transport is therefore one 
of the classical examples of activities in which the free 
market model cannot be applied. To create such con-
ditions, toll booths should be erected at most intersec-
tions in the city and different levels of tolls should be 
charged at different hours of each day, which is like 
Vickrey's proposal for marginal pricing of parking by 
interconnecting the meters in every block and increas-
ing their rates according to occupancy (3). It is theo-
retically interesting but totally impractical. 

The extremely serious shortcomings that result from 
the application of free market practices to urban trans- 

portation can be easily seen by analyzing the conditions 
that now exist in cities that do not have adequate regula-
tion. Both of these are characterized by good operations 
on lucrative routes and at peak hours but entirely inade-
quate services at other locations and times. Often pas-
sengers have to pay a separate fare on each bus line; 
there is no adequate central information about the whole 
system; smaller paratransit vehicles, such as taxis and 
jitneys, operate in great numbers and considerably con-
tribute to the traffic congestion; their passenger pickup 
along streets is a particularly serious impediment to 
traffic flow; passengers are sometimes not dropped off 
where they wish if the driver is in a hurry to pick up 
additional fares. Briefly, the comfort and service to 
passengers are completely secondary to the interest of 
the driver to maximize his profits (4,5). 

The general trend of consolidating all utilities (elec-
tricity, telephone, water, solid-waste collection, and 
others) into single municipal agencies or other forms of 
companies has also occurred in public transportation. 
City after city, independently of each other, has found 
that it would be in the public interest and much more 
economical to operate all transit services as a coordi-
nated system. Major European cities made this change 
in most cases between 1910 and 1940; in the United 
States, consolidation took place generally between 1940 
and 1970. 

The highest level of transit organization has been de-
veloped in several cities during the last 10 years. Re-
gional agencies in the form of authorities, districts, or 
federations have been formed in Hamburg, Munich, 
Stockholm, and several other cities. These organiza-
tions have completely united all public transportation 
services into one functional system. Not only different 
transit modes, such as buses, light rail, and rapid 
transit, but also suburban rail and suburban buses have 
been integrated into a single coordinated system. Sched-
ules, transfer points, and information are integrated 
and passengers pay a single fare regardless of what 
mode they use for their travel (6). Few experts familiar 
with urban transportation would dispute the fact that 
cities like Paris, Hamburg, Cologne, Gothenburg, and 
Stockholm have-some of the best public transport sys-
tems in the world. 

Thus we find that the most successful solutions have 
been achieved through well-planned, fully coordinated 
transit systems that have unified operation. The use 
of minibuses, taxi coordination with transit, and other 
paratransit services have been studied for these cities 
(7,8), but there have been no illusions that free compe-
tition principles should govern the provision of urban 
public transportation. It is emphasized, however, that 
consolidation of service alone does not guarantee a suc-
cessful operation. All these outstanding systems are 
characterized by highly competent management, respon-
sible labor union attitudes, and a city policy that is 
based on public interest and the goals of healthy and 
economically sound cities and communities. 

FAMILY OF PUBLIC TRANSPORT 
MODES 

Considerable confusion is created by the frequent ten-
dencies to search for a single best mode of urban trans-
portation. While experts often correctly suggest a 
change of emphasis on individual modes, the extreme 
modal advocates often downgrade all modes except the 
one they believe is the best. Thus, in addition to the 
automobile advocates who disparage any significant role 
for transit, we have bus advocates, rail advocates, and 
(the latest group) paratransit advocates, many of whom 
are converts from the group of automobile advocates. 
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The fact is that each one of these modes has its place 
in urban transportation. There is no vehicle that can 
beat the private automobile in dispersed suburban 
travel, it is extremely difficult to find a substitute for 
a bus service on transit routes that have moderate pas-
senger volumes, and there is no mode that will attract 
and serve heavy passenger volumes more efficiently than 
rail rapid transit. If all the modes are ordered by their 
characteristics into a family of transit modes, it is ob-
vious that the close relatives in this family (such as taxi 
and dial-a-bus, dial-a-bus and regular bus, or light 
rail and rapid transit) show a certain overlapping in 
their domains. However, modes that are less closely 
related (such as dial-a-bus and articulated bus or taxi 
and rapid transit) are not competing modes in any way. 
If modes become competitive, that is a clear sign that 
numerous other factors are influencing and distorting the 
efficiencies of one of them. For example, it cannot be 
more economical or efficient to transport 40 people 
from point A to point B in 20 taxis operated by 20 drivers 
than in one bus operated by one driver, unless we as-
sume that the taxis are old vehicles that are poorly 
cleaned and maintained and that the drivers would work 
for vastly substandard wages, while the bus is highly 
luxurious, is inefficiently scheduled, has poorly designed 
doors for passenger exchange, and is driven by a union-
ized driver who earns an excessively high wage. By the 
same token, there is no reasonable way that a bus would 
more economically transport a single passenger from 
his office to the airport than would a taxi. 

IS PARATRANSIT A PANACEA? 

The extensive recent literature on paratransit (9) in-
cludes some very good and precise definitions of the 
advantages and limitations of individual paratransit 
modes. However, the extreme proponents of deregula-
tion often tend to see paratransit not as a useful com-
ponent of urban transportation but as its only solution. 
Let us briefly review the characteristics of each para-
transit mode and the regulatory conditions it requires 
to yield the best service it is potentially capable of 
providing. 

Dial-a-bus has been proved a very useful mode 
for service in low-density areas that cannot support 
regular bus transit. It offers services that fill the basic 
need of some population groups and a convenience for 
other groups. Its limitation is that, due to rather low 
occupancies, the service often requires public assistance 
per passenger -kilometer that is several times higher 
than that for regular transit. Such assistance is more 
objectionable to provide for low-density high-income 
areas than for much better patronized transit in urban 
areas. Operation of dial-a-bus services must be pre-
cisely regulated with respect to its served area, level 
of service, price, and so on. 

Jitneys represent nothing but a unified group of 
private operators with vehicles of lower capacity than 
minibuses that operate without fixed schedule. In view 
of the inferior economy of minibuses on all but very 
low-volume routes (7), there is serious question whether 
jitneys can ever be a more economical mode than reg-
ular buses, unless they are operated with substandard 
wages for the drivers and with low levels of comfort, 
convenience, and safety for the public. 

Experience in numerous cities shows this quite 
clearly. In addition to contributing to the chaotic con-
ditions in the cities they serve (4), jitneys generally 
offer services that are considerably inferior to the 
standards we are used to in our regular and express 
buses, freeway flyers, and rail transit modes. Although  

he gives a generally favorable description of jitneys, 
Farmer (5) clearly shows that their service at different 
times of the day varies highly in reliability and, much 
more seriously, that it often applies "flexible" pricing, 
which in this case means overcharging the passenger. 

Grava's recent article on jitneys (4) is quite illumi-
nating about this mode. A careful reading of the article 
clearly shows that the jeepneys of Manila, like jitneys 
wherever they exist, represent an extremely primitive 
mode of transportation that offers a low level of service 
and creates major chaos in the streets. If Grava's un-
supported hope that "proper policing, both on street and 
of administrative factors [i.e., regulation—my comment] 
could go far in expediting the performance of jeepneys" 
is not readily accepted, the whole concept must be con-
sidered worthless. 

An important role of jitneys in many cities is to pro-
vide a separate class of travel, i.e., to serve for seg-
regation of some people from the crowds. Is introduc-
tion of a public transport service that creates and pro-
motes segregation of people what we need for progress 
in our urban areas? Like PRT, jitney is a mode that 
is frequently suggested as an innovation without the def-
inition of its merits and actual application. Unless its 
place between the private automobile, taxi, and regular 
bus is much more precisely defined than has been done 
so far, promotion of this mode should be rejected and• 
disregarded. 

Taxis, which offer the most personal but highest 
cost service of all public transport modes, have a role 
in cities of all sizes. The critics of the extremely strin-
gent regulation of their number in many of our cities 
have a valid point. The riding public would certainly 
benefit from an increase in their number. Regulation 
of their fares and basic conditions of service remains 
absolutely necessary. 

Vans should be encouraged because of their higher 
efficiency than the private automobile, but their use 
should not be encouraged on routes that duplicate already 
lightly traveled suburban transit routes that must be 
operated for other reasons. Encouragement or discour-
agement of their use can usually be achieved by induce-
ments from various government agencies or regulatory 
bodies. 

Car pools, a private rather than a public mode, 
neither need to nor can be regulated. It is in the public 
interest to encourage their use but, as for vans, this 
encouragement can only be achieved through indirect 
regulatory measures by the public agencies, such as 
decreased parking rates, tolls, and special permission 
to travel certain lanes. The treatment of car pools 
should not, however, be the same as or better than the 
treatment of minibuses or buses, because they have 
lower capacity: The passenger is the unit in urban 
transportation, not the vehicle. 

Finally, a few relevant comments about the major 
urban transportation modes, transit and automobile. 
Transit requires full integration under a single or sev-
eral coordinated agencies. Better integration is 
achieved through improved rather than decreased regula-
tion. It is time not only to eliminate obsolete labor prac-
ticesbut also to completely revise the union-management 
relationship (10). The economy and efficiency of transit 
service will be improved by adequate financing, better 
management, and the support of public policies rather 
than by eroding its position through uncontrolled com-
petition or by the discontinuance of its service. 

The private automobile, often considered to be out-
side of this problem, is actually the main culprit in all 
relationships in urban transportation. Unless the auto-
mobile is regulated much more stringently than it is 
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now, public assistance to public transportation will have 
to be continued and probably increased. The enormous 
direct and indirect subsidies of automobile travel force 
the subsidy of all other modes. Regulation of automobile 
use in cities can be achieved through a number of mea-
sures ranging from conversion of some streets to pedes-
trian malls and full control of parking rates to the li-
censing solution recently introduced in Singapore (see 
the paper by Watson and Holland in another part of this 
Special Report). Most of these solutions would reduce 
automobile use either through higher charges or through 
physical prohibition, and they would yield not only a 
greatly improved economy of transit and reduced nega-
tive impacts of automobile travel but also a higher level 
of service for the remaining automobile users because 
of the improved operational conditions on urban streets. 

CONCLUSIONS 

The preceding discussion leads to the following conclu-
sions: 

Discussions of regulation in urban transportation 
often imply that they are relevant to all cities and all 
modes. Actually, they focus on paratransit only and are 
therefore relevant only to small cities and low-density 
areas, with the exception of taxis, which are applicable 
to all cities. 

Urban transportation is a classical example of an 
area in which free market conditions do not exist. The 
proposals that free market forces should be a substitute 
for public regulation are therefore utopian and contrary 
to experience with all other municipal services. 

Revision of some regulatory practices is desir-
able. In some areas revision should mean a decrease 
of regulation (entry of taxis); in other areas it should 
mean an improvement and increase in regulation of such 
things as levels of service, fares, comfort, and safety 
standards. 

In spite of the often-heard opinions that the con-
ditions in Western European cities are very different 
from ours, there are considerable similarities in popu-
lation densities, average incomes, and automobile own-
ership (11). The experiences of cities that have better 
transportation than our cities (Gothenburg, Hannover, 
Rotterdam). are therefore highly relevant for us, and we 
should study them carefully. On the other hand, there 
is not much we can learn from cities that have chaotic 
traffic conditions and rudimentary forms of public 
transportation, such as Istanbul, Damascus, and Manila. 

The goal of public regulation in urban transpor-
tation is not to maximize the profits of operators but to  

ensure adequate public service and protect public in-
terests, including those of users, the community, and 
the entire urban environment. 

Transportation systems that meet these goals 
and are economically sound can be best achieved by full 
coordination among modes, particularly between private 
and public transportation, as well as by closer coordi-
nation of regulation with short- and long-range planning 
for communities and their transportation. 
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In its common usage, economic regulation refers to the 
direct regulation of rates charged, who may or may not 
enter the industry, levels of service, and so on. These 
are important issues in public transportation in our ur-
ban areas. I believe, however, that to focus only on 
those direct regulatory effects is to ignore some of the. 
more important effects of regulation on public transpor-
tation and to unwittingly distort reality. In the context 
of my presentation, I would like to broaden the use of 
the term economic regulation to encompass the applica-
tion of rules or regulations from any source that affects 
the allocation of economic resources committed to public 
transportation in our urban areas. 

A rule or a regulation represents a constraint on 
somebody. For a public transportation operator, it can 
be a direct constraint in the sense that it sets forth what 
a public transportation operator may or may not do, such 
as regulation of fares by the Interstate Commerce Com-
mission or public service commission. It can be indi-
rect in the sense that it establishes a constraint on 
others— automobile tolls, gasoline taxes, or parking 
charges, for example—that in turn affects the need for 
and desirability of public transportation. 

A rule or constraint can be applied from outside by 
others, or it can be applied internally by the public 
transportation operator. Often overlooked is the impor-
tant role of commissioners, directors, or other internal 
policy makers in establishing the standards and levels 
of service to be provided in public transport. In addi-
tion, a rule or constraint can be positive or negative as 
it affects public transportation. A negative rule may 
require public transportation operators to maintain or 
extend grossly underutilized service or keep a fare level 
below market-justified levels. A positive rule, in con-
trast, may establish priorities for the use of streets by 
public transportation, e.g., exclusive busways or 
automobile -free zones. 

Traditionally, the word economic, as used in the 
term economic regulation, has referred to the finances 
of an enterprise. In the context of public transportation, 
this meant control of prices, control of competition be-
tween public transportation operators, and, to varying 
degrees, control of services provided. In its earlier 
construction, the lever of measurement was the allow-
able rate of return, which was merely reflective of the 
fact that the enterprises were privately owned and op-
erated within the framework of little monopolies over 
certain routes or geographic areas. The operator sur-
rendered control over his prices in return for being 
sheltered from the discipline of competition. 

Neither time nor space allows for an analysis of the 
virtues or frailties of this regulatory process. It is 
enough to suggest that it was workable within the frame-
work of the American concept of how a private business 
imbued with the public interest should operate and, in  

fact, that it still prevails in regulation of the communica-
tion and public utilities industries. It is a fact that eco-
nomic regulation as it was applied to public transporta-
tion has failed. It is clear to me at this time that there 
are two distinct reasons. The first is that the regulatory 
frame of reference has been too narrow. The second is 
that the application of the rules and regulations has been 
too fragmented. Let me give some examples. 

Today, within the regulatory authority provided by 
statute, public regulation of pricing in public transporta-
tion to hold down excessive rates of return is anachro-
nistic. The issue before us is to hold down the deficits. 
The portion of costs incurred that is not covered by 
revenues must be borne by someone. It can be covered 
by increasing subsidies or by degrading the service pro-
vided. Given the natural resistance of the user to higher 
rates and the weakness of the evaluative tools to fully 
assess the consequences of the alternatives to fare 
changes, the regulatory authorities have virtually no 
guidelines whatsoever as to what is an appropriate fare 
level or, in a broader context, how the burden of pro-
viding public transportation is to be divided between the 
user and the community at large. We cannot come to 
grips with this question when the elements— such as 
costs, fare revenue, and public subsidies— are all mea-
sured in monetary terms. 

The confusion is compounded when nonmonetary cri-
teria are superimposed. For example, the Na±ional 
Environmental Policy Act of 1969 and the Clean Air Act 
amendments of 1970 imposed new constraints and guide-
lines for this regulatory process. Any increase in fares 
is considered a subversion of the intent of the legislation. 
Several years ago when the Port Authority Trans-Hudson 
Corporation (PATH) proposed a fare increase for its sys-
tem, the Environmental Protection Agency (EPA) peti-
tioned the ICC to deny the increase in fares or to reduce 
them, if possible, on the basis that the proposed in-
creases were against public policy and were unjust, un-
reasonable, and unlawful under these congressional acts. 
The ICC, in its draft environmental impact statement, 
straddled the issue by acknowledging on one hand that, 
in view of the substantial automobile traffic already in 
the New York metropolitan area, the added increment of 
emissions would have a relatively negligible impact. On 
the other hand, the absolute impact would be adverse, 
and, therefore, the ICC concluded that the action would 
be counterproductive to the stated Clean Air Act goals 
of New York and New Jersey and, in the long run, would 
significantly affect air quality. 

The ICC then compounded the problem. In the envi-
ronmental impact statement, they noted with some favor 
the possibility of raising bridge and tunnel tolls as an 
alternative source of financing for mass transit, stating 
that "it would be realistic to promote PATH ridership 
through maintaining a relatively low fare while at the 
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same time creating certain monetary constraints on the 
traveling public in order to reduce automotive traffic. 
In this manner, responsive steps could be taken to irn-
prove the area's air quality and, at the same time, con-
serve energy resources." Yet, PATH's bridge tolls 
come under the legislative authority of the 1906 Bridge 
Act, administered by the Federal Highway Administra-
tion (FHWA), which provides that the tolls charged shall 
be just and reasonable. The legality of PATH's in-
creased 'toll charges, which are earmarked for public 
transportation improvements, has been challenged under 
the 1906 act and is now subject to hearings before the 
FHWA. The issue may end up in the federal courts. 
The entire process has the ring of Kafka— or perhaps 
Catch-22—to it. 

CONTROL OF COMPETITION 

Control of competition has also been ineffective because, 
in my view, the concept of the competitive universe is 
too restricted. We have regulated the balance of com-
petition between rail and bus or between separate oper-
ators running parallel services, but only limited con-
straints— competitive, economic, or otherwise— have 
been placed on the use of the automobile. Now, para-
transit is being inserted into the public transportation 
area by the Urban Mass Transportation Administration 
(UMTA) with virtually no consideration of whether these 
new services are to be supplementary to or competitive 
with the more conventional public transportation 
services. 

The rationalization of competitive offerings of public 
transportation services has been somewhat alleviated 
in recent years with the trend toward public operation of 
the system and broad-based regionalization and integra-
tion of bus, rail, and transit. Nonetheless, it appears 
that American law and public opinion support the idea 
that the motorist has the right to expect that the highway 
network should serve all of the traffic that shows up at 
any time. We have built and maintained highways with 
the infusion of public funds while barely acknowledging 
that these so-called improvements have had vast social 
and monetary effects on other sectors that are not even 
included in the proferred cost-benefit analyses. 

It is said by some that by responding to the demand 
for automotive travel we are merely reacting to the con-
sumer's choice. I submit that, under the current in-
stitutional structure, the consumer is not aware of either 
the cost consequences of his choices or the social con-
sequences of his choices. While I cannot prove it arith-
metically, it is my belief that total unit costs rise as 
private automobile use increases during, for example, 
the peak hour, while unit costs on public transportation 
fall as the level of use increases. We have no mecha-
nism to reflect this phenomenon that would allow a more 
informed choice. 

Furthermore, even with the presence of economic 
constraints, a consumer will tend to optimize his choices 
on the basis of short-run considerations as he perceives 
them. The apparent insensitivity of the automobile user 
to rises in prices of gasoline is a case in point. Yet, 
from society's viewpoint, the long-term consequences 
of ever-rising automotive use on our land use, consump-
tion of liquid energy, and the environment are self-
evident. At this moment, we have neither the regulatory 
tools nor the analytical bases to cope with this kind of 
issue. 

The regulation of services to be provided by public 
transportation has changed in form during recent years. 
As the provision of public transportation by private op-
erators was diminishing during the 1950s and 1960s, the 
role of the regulatory bodies was largely to attempt to  

forestall abandonments of routes and services. It might 
be interesting to evaluate whether, in fact, the regulatory 
bodies were able to achieve anything in this area or 
whether the attempt to legally force the retention of 
money-losing services merely hastened abandonments 
or public takeover. However, since public takeover and 
regionalization of public transportation services have 
been established in some of our larger urban areas, 
route and service decisions have become more the con-
cern of the operator and elected officials rather than of 
the duly constituted state or national regulatory authori-
ties. 

As operators, however, we are subject more and 
more to back-door regulatory effects that affect service. 
But these keep popping up as a result of specific legisla-
tive mandates that deal with single issues rather than as 
part of some well-thought-out regulatory concept. Two 
that come immediately to mind are the requirement con-
cerning services for the elderly and handicapped and the 
issue of system safety. Both of these have financial and 
economic impacts on public transportation. 

Obviously, as the operator of a public transportation 
system, PATH is not agalnst providing services to the 
elderly and handicapped or offering system safety. On 
this latter regard, public transportation— urbanbus and 
transit—is safer on a passenger-kilometer basis than 
any other mode of public transportation in existence, 
whether public or private.) What we are concerned about 
is the zealous promulgation of new rules and regulations 
without regard to the real payout that the commitment 
would achieve. The economist often refers to the law of 
diminishing returns. Additional commitment of re-
sources should take place only if the perceived increase 
in the benefit exceeds the resource cost. Such types of 
evaluation are rarely even hinted at, much less actually 
undertaken. 

A case in point is the provision of services for the 
elderly and handicapped. A transit operator, to be eli-
gible for operating assistance, for example, must offer 
half fares, regardless of the basic fare level. Half fare, 
if the basic ride costs 50 cents, means something dif-
ferent to the user and to the operator than if the basic 
fare is 15 cents. 

Why transit should be singled out in legislation rather 
than food stores or air transportation is not known to me, 
except that it was a convenient spot to show congressional 
concern for the plight of the elderly and the handicapped. 
As an operator, I too am concerned, and it is not because 
of the small revenue loss or the increased operating 
expense involved in administering the program. If in-
come maintenance for the elderly and the handicapped 
is indeed a problem and a legitimate concern of the na-
tion, let us address the issue of the elderly and the han-
dicapped on its merits and not profess that the solution. 
has been provided by making federal operating assistance 
conditional upon half fares. This merely nibbles at the 
fringes of the problem for the elderly and handicapped 
who need or desire transportation service. 

The problem is compounded when we cope with the 
capital investment that would be required to make public 
transportation fully accessible to the nonambulatory 
handicapped— a need that has been only partially artic-
ulated and analyzed only in terms of theory. Let me 
assure you, I am not taking issue with the proposition 
that our elderly and handicapped have a legitimate trans-
portation requirement. I am questioning whether the 
regulations in force and the regulations under consider-
ation represent the optimization of resource allocation. 
Indeed, consider the furor if Congress mandated that all 
automobiles marketed in the United States after January 
1, 1979, had to be fully accessible for the nonambulatory 
handicapped, requiring minimum door widths and heights, 
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hydraulic platforms, tie-down provisions, and so on. 
But I am sure a service-requirement analysis would 
indicate that such a program would be more usable for 
the handicapped. 

Safety represents a similar no-win situation. Who 
can be against more safety? At PATH, we could opti-
mize passenger security by assigning one police officer 
to accompany every passenger on and off the system. 
Fortunately, security regulations of this sort are not 
yet subject to formal external regulation, although it is 
still an internal or policy constraint. I recognize that 
proposing there be one security officer per patron may 
sound facetious. But one should consider that it is a 
very short step from the radical to the ridiculous. 

A number of years ago, it was seriously proposed 
that Washington Metro should install so-called train 
shields, which basically isolate the track from the pas-
senger platforms the way elevator doors do, as a safety 
measure. The idea of these train shields was pioneered 
in Leningrad. The capital costs would have been high, 
the operating problems of aligning the train to match 
the door openings would be high, and the reliability fac - 
tor was known but was certainly worse than current 
practice. Maintenance would have been a new burden, 
and, with the peaking characteristics of public transpor-
tation, implementation might require the assignment of 
platform personnel in each station to assure smooth pas-
senger flow. I was astounded to read recently that the 
jury was still out on the safety study conducted by 
Battelle Columbus Laboratories and that further studies 
of the efficacy of train shields were required (1). This 
was the apparent conclusion even though the statistics 
presented showed more incidents affecting passenger 
safety on elevators than on all forms of public transpor-
tation. This, I believe, is a classic case of a potential 
solution creating a problem rather than solving it. 

PURPOSES OF REGULATIONS 

It is not my intention to appear crotchety, insensitive, 
or omniscient. It is more a reflection of the frustration 
of the transit operator. I am sincere in the belief that 
those responsible for the conduct of our public transpor-
tation services have the same goals as those who would 
regulate them. But in their zeal, the regulators—who-
ever they may be—have lost sight of the fact that each 
regulation, rule, or constraint has its consequences, 
which necessarily affect either directly or indirectly the 
choices or decisions that people— our constituency—
make about travel and the associated costs. 

Since I have been associated with public transporta-
tion for many years, I am aware that there are more 
rules, regulations, or constraints then the ones I have 
discussed today. PATH has to deal with the Federal 
Railroad Administration with respect to the Safety Ap-
pliance Act, the Locomotive Inspection Act, and the 
Hours of Service Laws. On occasion, we have had deal-
ings with the National Transportation Safety Board. We 
have to be responsive to the requirements of equal op-
portunity legislation and to requirements to pay the 
prevailing wages for construction labor. We are subject 
to scrutiny and the veto power of the governors of the 
two states within which we operate and who appoint our 
directors. We have to be cognizant of the wishes, needs, 
or aspirations of. the communities we serve. Succinctly 
stated, we have no lack of constraints on any aspect of 
our business, including whether, and during what hours, 
we offer restroom facilities. 

As the responsible general manager who, at least 
internally, has to translate policy into effective operating 
guidelines, I am often overwhelmed. I cannot fault those 
who are directed to do what they are doing. They are  

doing what they are supposed to do. What does concern 
me is purpose. 

Any rule, regulation, or constraint— whether it af-
fects public transportation or not— should have a pur-
pose. The effectiveness of the regulation should be eval-
uated within the context of the purpose and the conse-
quences of achieving that purpose through the action 
proposed. In our urban areas, the evaluation of a pro-
posed regulatory action should not be limited in scope 
to its impact on public transportation but to its impact 
on the community as a whole. It should not be evaluated 
only in the context of system profit or deficit but of com-
munity profits and community losses. A mechanism for 
inserting judgments on societal gains and losses should 
be introduced. The evaluative process should embrace 
the totality of the problem and not merely those aspects 
that, because of proximity or legislative visibility, are 
easy to focus on. It is in the public's interest, in the 
interest of resource allocation, and in the long-term in-
terest of the traveling public that any evaluation of rules, 
regulations, or constraints that affect transportation in 
urban areas be considered in the context of all the conse-
quences and not in that of a single participant. 

Within this framework, details of how rule making or 
regulation is to be applied are really subsidiary to a de-
termination of what is to be regulated, by whom, in what 
frame of reference, and within what guidelines. I am 
really not concerned whether such an evaluation is for or 
against public transportation. I am concerned whether 
such an evaluation is for or against the public interest. 
What can be done to extricate us from this impasse? I 
believe there are several actions that would lead us in 
the right direction. 

First, UMTA could sponsor a research project to 
inventory and analyze regulatory constraints —direct and 
indirect— that affect urban passenger transportation by 
all modes in our urban areas. Very frankly, I do not 
think we know the full dimensions of the problem. 

Second, UMTA could act as a clearinghouse for 
changes or proposed changes in the regulations that affect 
public transportation to attempt to determine costs and 
other impacts. 

Third, analyses of these regulatory constraints should 
be undertaken to indicate whether they are complementary 
with or contrary to the objectives of providing mobility 
in our urban areas. Such analyses may well indicate a 
number of fundamental policy conflicts and trade -off s 
that have to be addressed in order to determine the pri-
macy of policy objectives; this approach is to be pre-
ferred to merely tinkering with regulatory language. 
Such analyses would probably range beyond the scope of 
UMTA itself and in fact might better be undertaken at the 
level of the Secretary of Transportation as part of revived 
efforts at articulating national transportation policy. 

Fourth, we need better information and understanding 
of the interrelationships between transportation and non-
transportation goals and criteria so that we have better 
bases for better decisions. The framework and budget 
exist in UMTA's research programs. It is a question of 
identifying the priorities. 

AFTERWORD: A POINTED REJOINDER 

(These remarks were prepared by Mr. Gambaccini at the close of 
the conference.) 

Preoccupation with runaway deficits, poor management, 
poor leadership, and poor labor productivity is a gross 
distortion of the realities of public transportation. I 
would be the last to say that the transit industry is the 
most efficient or productive sector of the whole economy, 
but neither would I say that it is among the least produc- 



83 

tive sectors. An objective study of productivity in the 
transit industry compared with productivity in the civil 
service or other fields of employment would be worth-
while. I have been in this industry for 15 years and I 
am impressed by the complexity of the problems of the 
industry and by the integrity of its management. I am 
incredulous at the simplistic attitude of many analysts 
who ascribe all transit-industry problems to hidebound 
management, poor labor productivity, featherbedding, 
and similar practices. In reality it is not like that, 
and I would welcome an objective review of transit 
workers' productivity and managerial performance that 
takes into account the welter of political, social, and 
other problems that affect its operation. 

The notion of a free market under today's conditions 
is impossible. Society is not currently in— nor can it 
return to— any kind of free market with respect to public 
transportation. The dynamics of the last 30 or 40 
years— the evolution from private enterprise to govern-
mental operation, changing land use patterns, the auto-
mobile revolution— clearly underscore the fact that a 
free market is now completely impossible, if indeed a 
free market ever really existed. To flirt nostalgically 
with romanticized notions of a world that passed us by 
at least 30 or 40 years ago is counterproductive because 
it tends to create hopes and illusions that there are 
simple solutions to current problems. On the contrary, 
the socioeconomic system we now live in is extremely 
complicated, and the forces of the last 10 years in par-
ticular have pushed us in the direction of increasing 
complexity. The increasing concerns with environment, 
alr pollution, energy, and the quality of life, among 
others, have made our world infinitely more complicated 
than it had been in times past. In this context, the fail-
ure of some analysts to recognize this fact represents 
a gross deficiency, particularly when such studies are 
supposed to be used by political leaders in developing 
public policy. 

It seems to me that some analysts, unable to cope 
with the complexities of current economic and social 
reality, tend to retreat into narrower and narrower 
areas of focus, drawing the parameters more securely 
around them. They somehow assume that, if they can 
come to grips with solutions within these narrow com-
partments, they can directly extrapolate their conclu-
sions and apply them to more complex and entirely dif-
ferent issues. This is sophistry of the worst sort. 

I think many planners and analysts become hypnotized 
by their own tools and processes. They make a god of 
the sciences of model building and traffic projection. 
Often, they spin off formulas and conclusions to the 
fourth decimal point without stating that much of it is 
based on very subjective and doubtful premises. What. 
appears at the outset to be an incredible degree of sci-
entific process at work is in fact only the projection of  

subjective premises to superficial scientific conclusions. 
I would implore transportation analysts to attempt to 

stand back and take a broad look at the underlying issues 
surrounding public transport. If public transit is to be 
properly evaluated and if that evaluation is to be useful 
in a policy-making context, the consideration of costs 
and benefits must be expanded beyond the fare box and 
the direct users to a host of external factors. If this 
evaluation indicates that we should alter or eliminate 
investment in transit, we should demonstrate it earlier 
rather than later, so that we do not continue to expend 
more money on capital and operating costs in unwise 
ways. However, transportation analysts will not have 
served the public well until they have made a more 
sincere effort to explore the complex interrelationships 
between transit and land use, air pollution, energy con-
serv.ation, economic development, and government in-
frastructure. 

I have frequently seen respected transportation an-
alysts restrict their scope of analysis to ever smaller 
compartments, abandoning function in favor of form. 
Suddenly, model building and computer simulation have 
achieved high research priorities in UMTA and the De-
partment of Transportation. Although they are important 
and effective tools, it must be remembered that they are 
only tools. We currently tend to be overwhelmed and 
awed by the pseudo-scientific conclusions and results 
that flow from these sophisticated processes. 

In short, in my view the transit operator's life has in 
recent years become increasingly more complicated. 
Fifteen years ago, there were few interfaces with the 
federal government. During the last 15 years, the force 
of events has immersed us in concerns about environ-
mental impact, labor protection, public hearings, ser-
vices for the elderly and handicapped, and a whole host 
of other requirements that have been imposed on us and 
have vastly expanded the time frames in which projects 
are executed. Decision making has been slowed and the 
latitude of operational options narrowed. That, I submit, 
is reality. Even if the whole industry wished to turn the 
clock back— and we do not— we could not do so. The 
trends apply not only to public transport but also to society 
at large and to all aspects of our economy. Transportation 
analysts who do not recognize or try to deal with these 
complex and ambiguous issues not only fall to be helpful 
but may also play a major role in exacerbating the real 
issues. 
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Most people in the world today depend for their routine 
travel needs on what American transportation planners 
would call paratransit or public automobiles. Fortu-
nately, these travelers are not aware that they are doing 
anything unusual, and the teeming metropolitan areas 
and the primitive rural villages of Asia, Africa, and 
Latin America are unthinkable without their jeepneys, 
matatus, or publicos. 

A few billion people cannot all be wrong, and there is 
really no need for us to painfully invent a new urban 
transportation mode when there are literally thousands 
of jitney systems in flourishing operation. At first glance 
they all appear to be different, but this is primarily be-
cause of variations in hardware—from bicycle rickshaws 
to sleek European minibuses. The institutional structure 
and basic operations are quite similar: Private individ-
uals acquire the highest technology vehicle that they can 
afford and respond to the mobility demands of their 
neighbors at a tariff that most of them can pay. 

The following discussion is structured in several sec-
tions. First, three cases are described in some detall—
one each from Asia, Africa, and South America. The 
next section provides five brief descriptions of similar 
systems in other areas of the developing nations. The 
last section attempts to summarize and generalize, par-
ticularly highlighting the administrative, financial, and 
regulatory features, such as they are. 

MOTORIZED TRICYCLE RICKSHAWS 
OF KARACHI 

The coolie-drawn rickshaw as we know it from countless 
exotic novels and Hollywood movies is largely gone. 
Even its direct successor —the much more efficient bi-
cycle rickshaw -is being pushed back into the hinterland 
of Asia. It is giving way to technological progress, na-
tional pride, and concern with human dignity. It is true 
that in some places (Hong Kong, for example) the per-
sistent tourist can still have his picture taken sitting in 
a "real" rickshaw, but he will not travel very far in it. 
Most large cities of this immense continent, not to men-
tion the People's Republic of China, have taken actions 
similar to thatof Ayub Khan of Pakistan, who some 
years ago simply outlawed bicycle rickshaws because 
"a man pulling a man" represents degrading servitude 
and is unacceptable to the country. 

But this nonmotorized vehicle also had an immediate 
successor on the Indian subcontinent (as elsewhere), 
since it filled a transportation niche that is difficult to 
satisfy by employing any of the industrialized world's 
models. There is a need for a mode with very low cost 
distribution that has flexible schedules and operational 
patterns but still malntains a small degree of passenger 
comfort. Above all, it cannot be capital intensive or 
have involved maintenance problems. 

To summarize a complex situation in many Asian 
communities, the standard buses are too crowded and 
inconvenient in large cities; they are out of scale for  

villages; taxis are too expensive; private cars are not yet 
available to the vast majority of the population; and bi-
cycling is too tiring in the hot climate. The many pro-
posals for an underground rail system are usually un-
realizable dreams inspired by worldwide perceptions of 
civic status. The remaining choices, thus, are either walk-
ing or the motorized rickshaw, which differs from the tra-
ditional vehicle only in its hardware. There can be no 
question that it performs a very useful service and, if its 
days are also numbered, this is to a large extent due to 
governmental policies rather than operational inadequacy. 

These vehicles are still very common in many cities 
in South Asia, except in places and districts where they 
have been specifically outlawed. Thus, there is a defi-
nite conflict between the official attitude that finds mo-
torized rickshaws unsatisfactory, particularly because 
of the image that they present and the public dangers and 
nuisances that they often generate, and the popular atti-
tude of the users who find them very convenient, indeed 
indispensible. The operators maintain a precarious foot-
hold on the bottom rungs of the economic ladder, but this 
means that they are self-sufficient and considerably bet-
ter off than the really desperate urban masses who have 
few means of survival. 

The central question is whether this mode has a legit-
imate and useful function in Asian— or, for that matter, 
any— metropolitan areas. Its adaptability is shown by the 
fact that in large cities with regular bus or rail opera-
tions motorized rickshaws serve as feeders and local 
distributors; in small communities they are the only pub-
lic transportation mode. The recent events and current 
situation in Karachi, the principal city of Pakistan, which 
has grown from 0.43 to 3.50 million people in the metro-
politan area during 30 years (1941 to 1971), is illustra-
tive of the general observations outlined above. 

Physical Configuration of Vehicles 

The Karachi motorized rickshaw is built around the Eu-
ropean heavy-duty scooter. The most common type by 
far is a small tricycle unit that has a seat in front for the 
driver, who operates a handlebar steering gear behind a 
plastic windshield, and a seat in the back that can ac-
commodate two paying passengers. The chassis, engine, 
and mechanical systems are imported but in a stripped-
down version. About 95 percent of the vehicles are Vespa 
commercial models that were originally intended to be 
small enclosed vehicles for carrying goods. To the basic 
unit is added a superstructure that is produced in local 
workshops. 

Like the jeepneys of Manila, these vehicles give rise 
to a full expression of Pakistani folk art and decorative 
traditions. The result can be striking and elaborately 
beautiful, although nobody has apparently yet paid any 
particular attention to this feature, which makes the 
otherwise rather depressing street environment of 
Karachi a vibrant kaleidoscope of color. It specifically 
involves the canopy that, supported by simple metal rods, 
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extends from the back and provides a roof for the three 
occupants. The dominant artistic device is the use of 
cutout and collage arrangements of plastic cloth of vari-
ous colors (especially silver, gold, and mirrored sur-
faces). The sides may be protected by similarly elabo-
rate removable panels that incorporate transparent sec-
tions. A serious scholar of folk art should be able to 
trace evolutionary patterns from decorations applied to 
the more traditional animal-drawn wagons, carts, and 
carriages of earlier days. 

Registration and Regulation 

The first motorized tricycle rickshaws were introduced 
gradually in Karachi in the middle and late 1950s, but 
they received their greatest boost in registration in 1961, 
the year after the man-propelled bicycle rickshaws were 
outlawed. The development of the motorized vehicles 
was actively encouraged by the government. 

Year 

1956 

New 
Registrations 

18 

Year 
New 
Registrations 

1965 349 
1957 25 1966 120 
1958 427 1967 667 
1959 133 1968 .857 
1960 549 1969 86 
1961 1549 1970 49 
1962 1004 1971 0 
1963 1832 1972 1 
1964 	578 

The second important date is 1968, when the authorities 
decided to progressively freeze registrations until there 
were no new registrations. The total fleet became fixed 
at about 6500 vehicles; this represented a complete re-
versal of official policy within a span of 8 years, while 
the city continued to mushroom. 

The specific licensing agency in Karachi is the Re-
gional Transport Authority, which is responsible for all 
commercial road permits and the enforcement of road 
and fare regulations. The registration of vehicles is 
under the jurisdiction of the provincial ind) excise and 
taxation department, and driving licenses are issued by 
the traffic police. 

The Karachi drivers' test is quite rigorous, although 
it is rumored that other arrangements can be made to 
obtain licenses. The permit from a quiet rural province 
is also valid in the metropolis, and general observation 
on the street is sufficient to indicate that rickshaw 
drivers may be naturally skilled but are only faintly 
aware of proper traffic behavior. 

The greatest opponents of motorized rickshaws are 
the owners of private automobiles, who also, of course, 
happen to occupy influential positions. One suspects that 
this distaste is caused primarily by the usurpation of the 
limited street space by these commercial vehicles whose 
drivers do not appear to have the proper reverence to-
ward the presumed priority status of a luxury sedan with 
only one occupant. 

Separate well-disciplined unions exist for rickshaw 
owners and drivers. They have been quite successful in 
negotiating with official agencies; their major weapon—
calling strikes—has also been effective in protecting the 
interests of their members. 

Ownership, Procurement, and Use 

The imported components of a vehicle cost about $1100 
in 1973; this price was set by the authorized agents of the 
European companies in consultation with the Ministry of 
Commerce. The general assembly and body construction 
are done by local workshops and cost about $50 to $60. 

An additional expense is entailed in the meter —$60 to $90. 
Because of the relatively low investment required, acqui-
sition is possible out of family savings or small business 
profits for persons of rather modest means. Installment 
buying is not practiced, but private loans are arranged. 
As a survey by Esso Eastern, Inc., indicated, this is an 
owner-driver activity— 74 percent of the owners possess 
a single unit and fewer than 1 percent have fleets of more 
than six rickshaws. The vehicles are used, however, quite 
intensively; the owner-drivers put in many hours or hire 
people to drive second shifts. Thus, 40 percent of the 
drivers surveyed at a given time were owners, and 60 
percent were operating on a contract basis. 

To be more precise, actually hiring drivers at a fixed 
salary is quite rare. The dominant procedure for small 
fleet owners is to arrange contracts for one or two 8-h 
shifts with a driver who, in effect, leases the vehicles 
and pays for fuel himself. This assures that the rickshaw 
is in maximum use, averaging more than 15 h/d. Ser-
vice is available from 6:00 a.m. to 2:00 a.m. in some 
districts. These units represent 9 percent of Karachi's 
vehicle registration but accumulate 26 percent of the re-
gion's vehicle -kilometers traveled. 

The point about intensive use cannot be overempha-
sized; it is in the nature of the beast. The owner-driver 
or contract driver must do everything he can to generate 
revenue, and necessity, coupled with experience, does 
bring results. The average vehicle is off the streets only 
3.4 d/month; it travels more than 219 km/d (136 
miles/d), of which only 26 km (16 miles) are non-
revenue. This can only be believed if one watches the 
motorized rickshaws scurrying around on the streets of 
Karachi. 

It is also interesting to note that (according to 1971 
data from the Karachi Master Plan Department), while 
the vehicle occupancy of taxis with four seats available 
was about 1.5 persons (excluding the driver), the rick-
shaws carried an average of 1.2 paying customers during 
a regular weekday. This 1971 traffic survey also pro-
duced the following comparison of the average daily 
vehicle -kilometers traveled by the various types of ve-
hicles in Karachi (1 km = 0.6 mile). 

Type of 	Average Daily 	Type of 	Average Daily 
Vehicle 	Vehiclekm I Vehicle 	Véhiclekm 

Private 	 Motorcycles 	42 
automobiles 55 	 Buses 	198 

Taxis 	256 	 Animal carts 	18 
Rickshaws 	219 

The motorized rickshaws operate in the taxi mode 
(they go anywhere the passengers request), but their 
tariffs-4 cents for the first 1.6 km (1 mile)—are well below 
that of regular taxis (7 cents for the same distance), and 
consequently they are economically accessible to resi-
dents who fall into the lower and middle -income groups 
($30 to $60/month). Buses in Karachi are so over-
crowded, uncomfortable, tied to rigid routes, and slow 
that, even though their fares are very low (0.2 cent/km), 
they are discouraging even to the low-income families. 
Yet rickshaws are also socially acceptable as a travel 
mode to people in the higher income groups (more than 
$100/month). 

The vehicles can penetrate with ease the narrow alleys 
of many residential districts and thus gain almost uni-
versal accessibility. Their maneuverability, abetted by 
the skill of the drivers, is unsurpassed. Generally 
speaking, short or long trips throughout the metropolitan 
area can be readily requested. There are two specific 
exceptions to this free operational mode. Some rick-
shaws run along the most heavily traveled radial corri-
dors during peak hours as shared vehicles (jitneys); all 
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of them are barred from two of the principal shopping 
streets in the city center (Saddar), which are thus iron-
ically made the preserve of the less efficient private 
automobiles and taxis. This is no major problem for the 
nimble rickshaws, however, since they can enter the 
district anyway along cross streets and back alleys. On 
maj or roads, a solid yellow line is painted along both 
sides and is supposed to segregate slow-moving vehi-
cles, including rickshaws and animal carts, from fast 
traffic. Any compliance with this is accidental. 

It was estimated in 1971 that motorized rickshaws 
made slightly more than 300 000 revenue trips/day with 
an average length of 5.6 km (3.5 miles). Work trips 
constituted about 15 percent of this total and were 
slightly longer than the overall mean. 

Operational Problems 

The undermanned Karachi traffic police have maintained 
an expressively negative attitude toward motorized rick-
shaws. They are noisy and smoky, and the drivers can-
not afford to, or do not wish to, observe all the formal 
traffic regulations in their effort to make a living. 

In normal use and with average care, the rickshaw 
will last more than 5 years, depending heavily on the 
owner's own ability to keep the machine going. Small 
repair places abound throughout the city, but there are 
two specialized districts in Karachi where body-making 
shops (8 to 12 employee s/e stablishment) and maintenance 
shops are concentrated. Many drivers also reside near-
by. 

The engine must be fed a mixture of gasoline and oil 
in a ratio of 4 to 1, but this mixing is done by eye; since 
the drivers believe (erroneously) that more oil will pro-
vide better lubrication and smoother operation, the re-
sult is air pollution of high visibility. The engine is also 
basically noisy, and very poor maintenance of mufflers 
intensifies the problem. Any elaborate attenuation de-
vices have been vigorously resisted or ignored. 

The most serious problem of motorized rickshaws, 
however, is their poor safety record. No specific fig-
ures are available, but everybody in Karachi is aware 
of this situation. One contributing factor is the reck-
lessness of the drivers; the other is the inherent insta-
bility of the vehicle. It does not take much to turn it 
over, either by negotiating a fast turn or by coming in 
contact with another vehicle. Since the body of the unit 
offers scant protection in the heavy traffic streams of 
Karachi, fatalities are regrettably common. While the 
maximum speed for rickshaws has been fixed at 40 km/h 
(25 mph)—and it is so stated on the vehicles' sides— 65 
km/h (40 mph) and more are not uncommon and invite 
disaster. Other than that, there are the usual com-
plaints about rigged meters, refusals to carry pas-
sengers for short trips, and similar practices that 
authorities continually promise to stamp out. 

The drivers, unfortunately, tend to observe traffic 
regulations only when a policeman is visible. The de-
plorable habits of ignoring stop signs and speed limits, 
of failure to signal directional changes, of changing lanes 
and seeking gaps in the traffic stream at any minor op-
portunity are prevalent among most local drivers. Mo-
bile courts authorized to fine traffic violators on the spot 
do not seem to be able to make much headway. 

Income 

Because of the nature of the activity, reliable financial 
information is almost impossible to obtain, but data from 
the Esso Eastern survey mentioned above indicate that 
the owner-drivers earn a personal income that averages 
$36.50/month. This figure becomes meaningful only if 

it is noted that 60 percent of all workers in Karachi in 
the early 1970s earned less than $30/month. Contract 
drivers, on the other hand, were able to net only about 
$21.40. These drivers pay about $2/day to the owner 
for the use of the vehicle. 

The income was generated in 1973 by a fare of 4 cents 
for the first 1.6 km (1 mile) and 1 cent for each 400 in 
(0.25 mile) thereafter. While fuel costs had more than 
doubled from 1963 to 1973, the fare had gone up only from 
2.5 cents for the first increment originally. The follow-
ing presents a hypothetical balance sheet for a motorized 
rickshaw in Karachi using 1973 data. 

Item 	 Amount ($) 

Capital costs 
Acquisition of parts and Construction 1160 
Registration, insurance, road permit 40 
Rickshaw meter 70 

Total 1270 

Annual expenses 
Amortization of capital 238 
Taxes 25 
Repair of canopy 25 
Seat replacement 6 
Tires and tubes 60 
Other mechanical maintenance 60 
Traffic fines 	 • 30 
Fuel 686 

Total 1130 

The figure for the amortization of capital assumes a 10 
percent interest on investment and an 8-year life of the 
vehicle, while the fuel costs are based on 219 km/d 
(136 miles/d) for 324 operational d/year at 23 km/L 
(53 miles/gal) of fuel that costs 21 cents/L (79 cents/ 
gal). These expenses amount to approximately 1.6 cents/ 
km (2.6 cents/mile). 

The calculation for annual revenues is based on 192 
revenue km/d (120 revenue miles/d) at 2.5 cents/km 
(4 cents/mile) for 324 d/year, for a total of $1550 or 
2.2 cents/km (3.5 cents/mile). 

The annual net income (annual revenues of $1555 less 
annual expenses of $1130) thus leaves $425 or $35.40/ 
month (out of which the owner presumably would have to 
pay a part-time relief driver to complete a working day 
of more than 15 h). If a contract driver is employed, the 
owner's annual expenses would be $444 (no fuel costs) 
and his income would be $648 ($2 leasing fee/d for 
324 d), leaving a net profit of $204, or $1.70/month. 

Conclusion 

The motorized rickshaws swarm almost all over Kara-
chi. They will go wherever the customers want them to 
go. The drivers know all the shortcuts and will use 
them. It is a highly popular service —readily available 
at all locations (except during the very peak hours), rea-
sonably cheap, superbly convenient, and very responsive 
to customer needs. 

Yet the obvious safety and environmental nuisance 
problems have made it easy for offical bodies and special 
committees to take a strong stand against these vehicles 
per se rather than attempting to analyze the basic issues. 
Cooler heads have pointed out that replacement by mini-
cabs, as has been recommended, is an interesting idea, 
but that they would not be able to do the same job and be 
economically accessible to the same degree. 

It should be apparent that the real problems associated 
with rickshaws and their use in Karachi are either due 
to undisciplined driver behavior in traffic, which is not 
helped in the least by the present inadequate enforcement 
of traffic regulations, or to deficient maintenance of 
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equipment and misguided operational practices. The 
countermeasures in each instance are direct and simple; 
they are also quite obvious. The rickshaw's usefulness 
as an urban transportation mode is indicated by the fact 
that it is impossible to think of a reasonably comparable 
substitute device in Karachi and in many other places. 

It is satisfying to be able to report that in 1974 the 
authorities relented, and new registrations started to be 
accepted again. At the same time, the fare for the first 
1.6 km (1 mile) was raised to 5 cents. 

PUBLIC SERVICE TRANSPORT OF 
PASSENGERS ON ST. LUCIA, WEST 
INDIES 

If one had to isolate the single most important component 
of the transportation system of St. Lucia— or of most 
other islands in the West Indies for that matter— it would 
undoubtedly be the so-called minibus operations. This 
is the service that, more than anything else, allows the 
island to function by transporting the bulk of passengers 
going to work and to market and by carrying an unknown 
but obviously significant amount of goods. Curiously, it 
has received scant attention in local planning studies. 

It is an activity that has emerged naturally in response 
to local travel demands, without any encouragement from 
or support by public agencies and within the strict limits 
of the existing technological and economic constraints. 
It is a pure example of private enterprise filling an iden-
tified service gap. While the St. Lucia minibus opera-
tions are very similar to those found in many developing 
countries around the world, there is no reason to suppose 
a transfer of experience. Because the basic mobility 
needs are similar almost everywhere, a community at 
a given level of economic advancement will unavoidably 
respond in a certain way. The service on this island is 
by no means perfect, but it is founded on direct cause-
and-effect relationships, it is flexible, it works, it keeps 
people gainfully employed, and it is an indigenous (not 
artificial) solution. Also, it is in scale with the environ-
ment. 

On St. Lucia, the basic characteristics of the sys-
tems are quite simple. Individuals have acquired a total 
fleet of several hundred small pickup or regular-sized 
trucks that they have equipped with seats and a roof and 
that they operate in more or less regular fashion between 
the main town (Castries) and all the other villages to 
carry people and small shipments of freight. 

Some general background facts about St. Lucia should 
be noted. The island has an area of 616 km2  (238 
miles2) and a population of slightly more than 100000. 
As a rule of thumb, 60 percent of them can be placedin 
the low-income group, 30 percent in the middle, and 10 
percent in the upper. Its political status is that of an 
associated state with Great Britain, and it has a full 
panoply of government. 

The land is extremely rugged; of the total space only 
about 363 km2  (140 miles2) are suitable for agriculture. 
An additional 47 km2  (18 miles2) are utilized for various 
urban activities. There is a total of 692 km (430 miles) 
of all-weather roads. While they are not particularly 
wide or well repaired, they do provide motorable access 
to all villages. About 250 km (155 miles) are classified 
as highways, i.e., speeds upward of 32 km/h (20 mph) 
can be maintained on them. 

Physical Configuration of Vehicles 

There are two types of vehicles in general use. The 
first of these is based on a standard truck (almost al-
ways a Bedford) that has semihard benches placed 
across the cargo compartment and that accommodates 

about 35 seated riders. The roof, which carries a rack 
for goods, is supported by posts along the sides that form 
open windows that can be closed during inclement weather 
by rolling down plastic sheets. Entry and exit are from 
the back by a small stepladder; the passengers have to 
climb across the benches. The seats are easily remov-
able to convert the vehicle to carrying goods only. The 
timber body produced by local carpenters is painted in 
combinations of gay colors. Very often the vehicle has 
a name on the front, such as Industrious, Trial, Believe 
in Him, Think of Me, or other imaginative expressions 
of faith, ability, or exhortation (but Inflation and Yonkers 
have also been seen). 

The other type—overwhelmingly more popular in re-
cent years— is built around a pickup truck (a Datsun 
1500, a Toyota Hi-Lux, a Ford, or a similar vehicle). 
The passenger compartment is constructed exactly the 
same way as for the large truck except, of course, that 
it is much smaller and has two longitudinal benches that 
can seat 10 to 14 passengers in reasonable comfort. 
Many more, not counting small children and large pack-
ages, can be crowded in. 

These public service vehicles do not have any common, 
widely used name or designation. They are simply called 
a van, bus, minibus, pickup, truck, or transit without 
much specific differentiation. Real minibuses (called 
coasters locally) have also started to appear, but they 
are predominantly used for tourists and by various busi-
ness establishments and institutions for their own per-
sonnel. They are thus in private service and will not be 
considered in this discussion. However, judging from 
experience in other countries, they might soon enter 
public service significantly, particularly for those links 
on which riders expect greater comfort, can afford 
higher fares, and do not need to carry goods. So far, 
the few experiments with such vehicles in public service 
have not been successful. A 25-passenger unit costs 
much more than the basic pickup truck ($17 000 to 
$19 000), it has a very high insurance premium ($1100), 
and it is not particularly suitable for carrying freight. 

Registration and Regulation 

A hard statistical analysis of the buses in St. Lucia is 
not possible: First, their relatively free mode of opera-
tion would preclude assembling precise data and, sec-
ond, the format of vehicle classification for registration 
and licensing purposes was changed a few years ago; 
before 1973 minibuses (pickups) and buses were not sep-
arated. The following information on the number of li-
censed motor vehicles was obtained from the St. Lucia 
Police, Traffic Department. 

All Motor 
Year 	Vehicles 	Buses 	Minibuses 

1968 3333 215 
1969 3687 197 
1970 4031 189 
1971 4692 129 
1972 5041 246 
1973 5753 174 	155 
1974 5314 157 	184 
1975 5734 157 	221 

The trend of all licensed motor vehicle registration 
indicates a steady growth from 3333 units in 1968 to 5753 
units in 1973, but a definite leveling off has taken place 
since that time, probably because of the recent economic 
difficulties of St. Lucia. Public service vehicles, on the 
other hand, started at 215 in 1968, dropped steadily to 
129 in 1971, rose sharply in the next 2 years, and have 
continued on an upward trend, reaching 378 units in 1975. 
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It is significant that during the last 3 years, for which 
breakdowns are available, regular buses have slightly 
decreased in number, while minibus registrations have 
more than made up the gap (the two local Datsun and 
Toyota dealers, who are across the street from each 
other and are the only real competitors, have sold 50 to 
75 units between them during the last few years). It can 
only be assumed that the smaller units can respond bet-
ter to the relatively small volume demands on any given 
corridor and can better negotiate the very steep, wind-
ing, and often rough roads of St. Lucia. Both types are 
dual-purpose vehicles, but the goods that are shipped 
tend to be small in bulk. 

There are no business entry restrictions by the gov-
ernment. A person with a commercial driver's license 
can acquire a vehicle, register it (about $3.00), and then 
obtain or renew an operating license every half year—
$20 for a vehicle with a capacity of up to 0.9 Mg (1 ton), 
$26 for 0.9 to 2.7 Mg (ito 3 tons), and so on. These 
vehicles carry an H license plate, as do all taxis, 
trucks, and rental cars. Insurance is compulsory. 

The license allows carriage of both goods and persons 
without any scheduling or geographic restrictions. This 
leaves open the question of competition on any specific 
link, and that is resolved at the local level privately. 
A new owner-driver can only expect to be successful if 
he is accepted by the people of the village he intends to 
serve. This welcome will not be extended to a stranger 
or somebody who encroaches on an established route that 
has no excess transport demand. Stories about sabotage 
of vehicles have been heard. Knowledgeable people 
refer to cutthroat competition, and this term is not used 
only in a figurative sense. Clearly, this is one of the 
weak, and potentially dangerous, elements in the whole 
system. A lot happens below the surface of official 
cognizance. 

Each vehicle must have a small black sign painted on 
the right-hand side (St. Lucia has left-side driving) that 
gives in white letters the owner's name, the location 
(town or village) in which the vehicle is registered, the 
tare weight in pounds, and the maximum gross weight. 

The government has deliberately maintained a hands-
off attitude in this area of public service. Suggestions 
are occasionally made that some control should be ex-
ercised, but this passes, partly because of fears that 
public agencies might have to subsidize some operations 
on some links. The exception to this attitude is fare 
levels. Many complaints about abusive charges a few 
years ago forced the government to step in, to survey 
the situation, and finally to set specific tariffs for all 
runs. These rates are published and must be posted in 
every vehicle. They are calculated to give the owner-
drivers a fair return on their investment and labor. 

According to a 1975 government memorandum, the 
official fares should be placed at a level that would yield 
1.2 cents/passenger.km  (1.9 cents/passenger-mile) to 
pickup truck drivers and 0.9 cents /passenger.km  (1.5 
cents/passenger-mile) to bus drivers. There have been 
recent increases, however, and the rates today appear 
to be closer to 2.2 cents/passenger.km  (4 cents/ 
passenger-mile). For true minibuses (coasters), the 
amount was calculated at 1.7 cents /passenger.km  (2.5 
cents/passenger-mile). The following describes some 
representative routes and the fares charged: 

Castries to Soufriere covers about 43 km (27 miles) 
of extremely difficult road on which an average speed of 
only 32 km,4i (20 mph) can be maintained— $0.66 (but 
demands of $0.94 and $1.13 appear to be common). 

Castries to Vieux-Fort, at the other end of the island, 
covers 64 km (40 miles) of reasonably good road that is 
currently under reconstruction— 85 cents. 

Castries to Gros Islet covers 13 km (8 miles) over 
a very good road— 30 cents. 

Castries to Ciceron, which is a small village 4 km 
(2.5 miles) away, runs over a narrow road— 13 cents. 

Ownership and Procurement 

The financial and administrative conditions under which 
a new owner-driver starts his business are fairly in-
volved. If a person got the urge in 1976 to enter this in-
dustry and received some moral encouragement from his 
neighbors, he would find that a new Toyota Hi-Lux, a 
pickup truck with a 1.85-m (72.8-in) deck, cost $5200 
(the Toyota Stout is a more rugged model and would last 
longer but, since it costs $7200 and carries the same 
passenger rating, it is not particularly popular). One 
way or another, he must assemble 30 percent of this 
amount and go to the bank. The bank becomes the real 
regulator of entry because it must decide whether the 
prospective entrepreneur is likely to make a reasonable 
return in the corridor that he intends to serve. Assuming 
that the decision were favorable, the bank would extend 
a loan for the remaining $3600 for 36 months at 14 per-
cent interest. 

The new owner must obtain full insurance and be able 
to pay for the coming year. This costs $570 to $600 for 
a new entry, and the money may have to be borrowed. 
A lawyer must be paid $28 for executing a bill of sale. 
The person is now very close to being a businessman, 
and he goes to the police, pays $55.70 for the first year 
of registration and licensing (the government gives him 
no trouble), and gets a number and a rated capacity of 
the vehicle—in this case, 12 passengers or 1.016 Mg 
(2240 lb) of payload (the dealer actually takes care of 
these formalities). 

The dealer has the basic vehicle waiting, and he manu-
factures the license plate (another $12) and paints the 
black sign on the side. 

The owner now is legitimate and he can drive out, but 
he still needs a passenger box (the bus body). He can 
manufacture it himself, but he would probably go to a 
local carpenter (at least $38 for labor and $95 to $115 
for materials). The owner-driver is ready to start 
making money and will have a celebration, but he has 
spent so far more than $2400 (not counting fuel in the 
tank) and has incurred a debt of $3600. 

Fuel costs 22 cents/L (85 cents/gal) and, with the 
necessary aggressive driving over the rough roads, one 
gets about 6.5 km/L (15 miles/gal) in a pickup truck. 
Some informed people insist that the tires (which cost 
about $45 each new) last only 4 to 6 weeks. This could 
easily be true if the regular run is along a badly rutted 
and potholed road that has steep gradients that cause a 
lot of braking and slipping and if the driver is a bit 
exuberant and tends to overload his vehicle. He is also 
likely to wear the tires bald before he replaces them. 
Under more regular conditions and assuming that re-
treaded tires are used, they would last up to 14 500 km 
(9000 miles). One way or another, the amount spent for 
tires in St. Lucia is considerable. The stabilizer bars 
go early, as do shock absorbers; the brakes do not last 
long; and the mufflers tend to deteriorate fast. While 
different drivers have differing abilities to keep the ve-
hicle running, prudent practice would suggest allotting 
$380/year (excluding tires but including oil and filters) 
for maintenance and repairs. After 4 years at most of 
driving 150 to 300 km/d (100 to 200 miles/d) under 
these conditions, the vehicle is ready for the scrap 
heap. Most drivers will trade it in after 2 years and 
recover $1000 to $2200. 

The ownership pattern on St. Lucia is one of small 
business: one vehicle and one owner-driver, although 
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a fare collector may be hired for the larger vehicles. 
The largest known "fleets" consist of three vehicles and 
they are held by a family. Drivers are not hired from 
the outside. Nor are there apparently any associations 
or other sell-protective groups. The taxi drivers have 
such an association, but the minibus operators so far 
have reacted to common problems on an ad hoc basis. 
When a real crisis occurs (such as a need for fare in-
creases to cover spiraling operating costs), -they will 
send a delegation to the government. Otherwise, most 
of their energies seem to be devoted to the protection of 
each individual's rights and position vis-'a-vis his col-
leagues. The island has not experienced any organized 
strikes in recent years, but the possibility is always 
present, and it is difficult to anticipate what conse-
quences might result. 

Use, Service Characteristics, and 
Operational Problems 

Since the government exercises no control over the op-
erations of the vehicles (except fare regulation), the 
drivers and owners have established their own proce-
dures, which are quite simple: They operate from their 
home villages to other centers, particularly Castries, 
which is the only significant urban area and the island's 
capital. There are no schedules; the vehicles carry no 
specific origin and destination information, except for 
the owner's name and place of residence. Passengers 
are also picked up along the road. The largest passenger 
volumes are generated by the Saturday market in Cas-
tries and during the last business rush of late Friday 
afternoon. 

Any traveler must be intimately familiar with the sys-
tem to use it, but this does not appear to be any problem 
because of the small size of the operations. Regular 
passengers will recognize their bus and their driver, or 
one can always ask. In the villages, the vehicles have 
specific central locations from which they operate, and 
one is likely to find a bus there waiting. In Castries 
itself, which has a total population of about 40000, there 
are several well-known locations at which the buses 
terminate, generally on both sides of the city near the 
market and the police station. Everything else is within 
easy walking distance from these locations. 

Buses begin a run when they are reasonably full or 
when it is considered appropriate to move. In effect, the 
driver must at all times balance consumer satisfaction 
against his economic performance, i.e., do a continuous 
marginal utility analysis of whether to wait for one more 
fare or to begin driving and generate revenue. This lack 
of schedule does not interfere too much with such activ-
ities as going to the market, which is only approximately 
regulated by the clock, but getting to jobs is another 
story. This is accomplished by making more or less 
regular arrangements, but it is not completely reliable. 
A particular difficulty is found in service to and from 
scattered locations or very small population centers. 
Obviously, a purely profit-based system cannot be ex-
pected to operate on links that cannot pay their way. 

As a consequence, small and remote villages, while 
they always have some service, remain isolated for all 
practical purposes, and there have been instances in 
which serious road damage or the temporary loss of 
some of the riders will cause the bus operators to sus-
pend service. They can also be enticed to undertake 
any variations from the regular patterns for compensa-
tion. This then represents the most serious problem 
with the St. Lucia transit system: The public objectives 
of providing reliable service to all places that need it 
are not always satisfied. Also, many employers wIo 
are located off the major routes have to arrange trans- 

port for their workers by using their own vehicles or 
chartering service. 

Rider complaints about fare gouging have dropped 
significantly, but there are still some reports of illegal 
practices. This would appear to be unavoidable in this 
mode of operation. A similar situation exists with taxis 
(which have no meters). Their fares for an equivalent 
distance are easily 10 times higher; they serve primarily 
tourists and the upper income groups. 

The most commonly heard user complaints relate to 
the availability and reliability of service— either because 
of long waiting time for a vehicle to a specific destination 
or because all bus service tends to disappear after 4:00 
p.m. in Castries. There is also no urban service as 
such, not even from the suburbs or nearby villages of the 
capital, since they are considered to be within walking 
distance. It is also interesting to note that, although it 
is not the case in many other countries, using the pickup 
buses carries no social stigma, and middle-class people 
too will use them if they are convenient. 

In May 1975, the government (the Ministry of Com-
munications, Works, and Labour and the Police Depart-
ment) undertook an investigation of bus operations during 
the 2 busy days of Friday and Saturday. This was not a 
controlled survey but only attempted to determine general 
load factors to allow an equitable determination of fares. 
Three stations were set up at the entry points of Cas-
tries, and the following information was obtained for each 
passing public-service vehicle: license plate number, 
capacity, actual number of passengers, origin point of 
the run, destination, time of day, and type of vehicle 
(bus, pickup, or coaster). 

The summary data shown in Tables 1 and 2 will serve 
for illustrative purposes, but there are many gaps (in-
cluding time out for enumerators to have breakfast, some 
misplaced field sheets, definitional disputes, and so on). 
They do indicate clearly, however, the pattern of rush 
hours and their volume and the rather good load ratios 
(particularly on Saturday mornings). On late Friday 
afternoons—at the end of the business day but while banks 
are still open— a total of nearly 700 passengers move in 
and out of Castries during an hour. 

Income 

It is not possible to obtain data on the net or gross income 
of drivers and owners. There is no reason these private 
individuals should disclose this information to anybody 
and run the risk of governmental curiosity, even though 
at present people in their economic group pay no income 
taxes. It can only be assumed that they make a reason-
able living above the average of their neighbors. (A farm 
laborer on St. Lucia earns $40 to $60/month, a construc-
tion worker about $75, a clerk between $50 and $125, 
a professional engineer or accountant about $200 to $280, 
and a government driver $60 to $75.) This assumption 
can be supported by the facts that bus registration is in-
creasing and that the service is in continuous demand. 

There is a serious problem here, however, caused 
by the ignorance of most drivers of prudent business 
practices: They neglect to account for vehicle amortiza-
tion. This is a common failing among individual opera-
tors and can be traced back to the first motor vehicle 
jitney operators after World War I in Los Angeles. 

As noted, on St. Lucia the original entry is fairly easy 
since a piece of property can be mortgaged to the bank 
to obtain a loan for vehicle acquisition. After that, most 
drivers unfortunately regard all income as profit and 
neglect to set aside enough for replacement of equipment. 
Many are bankrupt after the vehicle's useful life is over. 
This also suggests the need for the government to help 
protect the bus owners from themselves. 
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Table 1. Number of public-service vehicles entering the Castries stations during a Friday and Saturday. 

South Station East Station North Station 

In 	 Out In Out In Out 

Time B 	P 	C 	B P 	C B 	P C B 	P 	C B P 	C B 	P C 

Friday 
8:00 to 9:00 am. 1 	27 	2 1 	0 0 1 8 	5 

9:00 to 10:00 3 	13 	1 4 	1 0 0 2 	I 0 	2 0 

10:00 to 11:00 0 	7 	1 0 	2 0 0 3 	1 1 	2 3 

11:00 to 12:00 0 	12 	0 0 1 	0 1 	2 1 

12:00 to 1:00 p.m. 0 	2 	1 
2:00to3:00 0 	1 	0 	0 1.1 0 	1 0 0 2 	0 0 	2 0 

3:00 to 4:00 0 	11 	0 	5 14 	1 3 	0 0 1 	2 	0 0 1 	0 0 	5 1 

4:00 to 5:00 0 	11 	2 	2 32 	2 0 	2 0 0 	1 	0 1 	4 0 

5:00 to 6:00 0 2 	0 
Saturday -. 

7:001o8:00a.ni. 1 	3 	0 
8:00 to 9:00 0 	10 	1 2 	3 0 0 	1 	0 1 5 	0 0 	1 0 

9:00to 10:00 1 	12 	5 	0 5 	1 2 	1 0 3 15 	0 1 	2 0 

10:00 to 11:00 0 	19 	0 	0 2 	0 0 	0 1 1 19 	0 0 	.4' 0 

11:00 to 12:00 1 	0 0 0 1 	0 0 	3 0 

3:00 to 4:00 p.m. 0 	2 	1 	1 10 	1 1 	0 0 0 	1 	0 

4:00 to 5:00 0 	1 	0 	1 8 	1 0 	2 0 1 	2 	0 2 	2 0 

Note: 	B = buses. P = pickups. C = coasters. 
Data are incomplete for Friday, 9:00 to 10:00 am, at North Station and 12:00 to 1:00 p.m.. 2:00 to 3:00 p.m., and 5:00 to 6:00 p.m. everywhere given; 
and for Saturday. 7:00 to 8:00a.m.. 10:00 to 11:00 am., 3:00 to 4:00 p.m., and 4:00 to 5:00 p.m. at South Station and 8:00 to 9:00 am.. 11:00 to 12:00 
am., and 4:00 to 5:00 p.m. at North Station. 

Table 2. Actual passenger loads and rated capacities of public-service vehicles entering Castries. 

South Station East Station . North Station 

In Out In Out In Out 

Actual 	Rated Actual Rated Actual Rated 	' Actual Rated Actual Rated Actual Rated 

Time Load 	Capacity Load Capacity Load Capacity Load Capacity Load Capacity Load Capacity 

Friday 
8:00 to 9:00 ant. 274 	394 3 42 	. 161 	. 212 

9:00 to 10:00 127 	287 42 163 22 36 14 22 

10:00 to 11:00 50 	. 	98 6 25 25 49 62 108 

11:00 to 12:00 74 	142 ' 12 12 42 70 

12:00 to 1:00 p.m. 9 	38 
2:00 to 3:00 5 	10 10 24 1 12 . , 27 24 18 20 

3:00 to 4:00 54 	128 253 327 11 111 26 59 11 12 81 74 

4:00 to 5:00 87 	154 459 491 5 24 14 12 98 88 

5:00 to 6:00 14 22 
Saturday 

7:00 to 8:00 ant. 59 	78 
8:00 to 9:00 140 	130 22 120 1 12 84 104 12 12 

9:00 to 10:00 231 	256 45 66 9 96 , 231 312 22 56 

10:00 to 11:00 191 	216 18 24 4 12 190 283 22 50 

11:00 to 12:00 16 37 4 12 36 38 

3:00 to 4:00 p.m. 28 	38 168 172 4 36 12 12 

4:00 to 5:00 10 	12 142 147 3 24 29 60 79 93 

See footnote to Table 1 

If the minibus owners were to keep proper records, 
an annual balance sheet (let us say for the second year) 
would look approximately like this for a total of 56 000 
km (35 000 miles): 

Item 	 Amount ($1 

Fixed expenses 
Depreciation 1195 
Interest on loan 340 
Insurance 530 
Licensing 50 

Total 2115 

Operating expenses (not including labor) 
Fuel 1860 
Maintenance and repairs 225 
Tires 660 

Total 2745 

Annual total 4860 

The figure for depreciation assumes that the value of the 
vehicle at trade-in time is sufficient down payment for 

the next vehicle, that for maintenance and repairs as-
sumes that the driver is careful or can make minor re-
pairs himseLf, and that for tires assumes that he needs 
4 new tires ($45 each) and 16 retreads ($30 each). 

The total annual expenses thus amount to $4860, to 
which a personal income of $1380 should be added ($ 115/ 
month). To accumulate this total of $6240, a gross in-
come of $25/per working day is required. If the opera-
tor, for example, services a regular run of 11 km (7 
miles) that has a fare of 28 cents/passenger and he makes 
10 round trips/d, each one-way trip would have to earn. 
$1.25 (or carry an average of 4.4 paying passengers, not 
counting freight). Or, looking at it another way, the 
driver can earn the necessary $25/dwith seven or 
more one-way loads. This is quite possible but, as it is 
expressed locally, one has to hustle. 

Or, to look at this example in still another way, the 
operator will generate 2704 seat.km/d  (1680 seat-
miles/d); if he can maintain an average load factor of 
50 percent (75 percent in one direction and 25 percent in 
the other), he will accumulate 1352 passengerkm (840 
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passenger-miles) or 120 passenger trips at 28 cents each 
for a total income of $34, which will place him in a bet-
ter economic position, and he may start recovering his 
original investment. 

The corollary of all this, of course, is that, if the 
driver cannot obtain the gross income calculated above, 
he will eventually go bankrupt or he will be astute enough 
to not provide the service in the first place. There is 
nothing else in St. Lucia today that would fill this trans-
portation gap. 

Conclusion 

The present minibus operations of St. Lucia appear to 
be admirably suited to the local public service needs and 
capabilities but, since a number of difficulties have been 
identified, there are reasons to explore various correc-
tive actions. They can theoretically range from very 
drastic changes, such as complete public takeover of 
operations, which would probably result in disaster and 
is not financially possible, to the preservation of the 
status quo, which tends to shortchange the poorer resi-
dents in the more remote locations. It is quite obvious 
that a gradual, evolutionary upgrading process has to 
be recommended, one that can maintain a balance be-
tween the public service system and the total social and 
economic development of the island. It is difficult to 
conceive that St. Lucia could ever adopt the same ap-
proach that was taken in neighboring Trinidad and 
Tobago— the introduction of a complete public service 
with large buses (even on the back roads of Tobago). 

The basic questions are to what extent the territorial 
government wishes to participate and how much of a 
responsibility it should assume at any given time to 
achieve the public objectives of this vital service. 

The basic mode of present operations should most 
likely be maintained, but the government could vigor-
ously encourage setting up owner cooperatives on a dis-
trict basis. This could eliminate the destructive features 
of open competition and gain considerable efficiencies of 
scale in purchases and maintenance. Under this policy, 
significant investments by the government would not be 
required, but it could assist the service substantially 
by guaranteeing loans, giving tax and duty relief on 
equipment and supplies, providing training, and so on. 
The public agencies could also choose to assist residents 
with very low incomes by, for example, providing them 
with special tickets that would be cashed in by the bus 
operators. The cooperatives would be protected from 
unfair outside competition through strict entry control. 

For all this public assistance, it would be fair for the 
government to insist that the cooperatives provide rea-
sonably extensive and reliable service within their dis-
tricts in response to user demands. Taxis could also 
conceivably be part of these units, and they could be al-
lowed (and perhaps encouraged) to operate in the jitney 
mode when and where appropriate. An internal financing 
mechanism could also be organized that would draw on 
the collective strength of the participants. 

If cooperatives or other largely self-governing as-
sociations were slow in getting organized, or simply if ad-
ditional assistance were required, the government could 
play a greater role. This would primarily involve the strict 
policing of operations within the framework of existing 
and tightened regulations.. Control of entry should be 
instituted— examining drivers' qualifications and deter-
mining the need for service within a particular corridor. 
These aspects of the service are sufficiently muddled 
today to justify government intervention. 

As a final inducement or threat for the private entre-
preneurs to maintain adequate service, the government 
might consider providing a means of transportation it- 

self, either for its own personnel or to serve vital public 
facilities. 

INTERCITY TAXIS OF EGYPT 

There is a wide variety of transportation systems operat-
ing in Egypt. In Cairo an underground rail system has 
been designed but not yet built, while donkey carts per-
meate the city (they are barred from certain areas and 
there is a program to trade them in for small pickup 
trucks). Likewise, a range of modes serve interurban 
and regional needs too. Besides airplanes, trains, a 
few boats on the Nile, and private cars, there are public 
buses and arabea ogra (literally, fare cars). These 
intercity taxis, as they are formally called, are in ef-
fect long-distance jitneys, very similar in mode of op-
eration to the sherutim of Israel. 

There is variety even among the buses: express ser-
vice at premium fares using the best available hardware 
(air-conditioned Mercedes Benz buses), regular opera-
tions with intermediate stops at major centers providing 
basic long-distance service, and some rather broken-
down vehicles that meander through the back villages 
along extended routes. All of this is supplemented— or 
surpassed, depending on one's point of view—by the in-
tercity taxis. The description presented here is not a 
case study but rather represents research in progress. 

The function of the intercity taxis is to provide re-
gional and intercommunity service at a level of flexibility 
and demand responsiveness that only profit-motivated 
enterpreneurs can provide. The operations focus on 
large cities, particularly Cairo, and they exist because 
they can compete successfully in terms of speed and 
convenience with the public buses on the major routes 
or because no other public service is available to the 
more remote villages. These two situations characterize 
the most obvious types of service. 

The first uses new vehicles (Peugeot 504 station wag-
ons) imported in full operating order. They connect 
important points and use major highways, e.g., travel 
between Cairo and Alexandria along the 200-km (125-
mile) Agricultural Road through the Nile Delta. The 
main advantage of these taxis over the buses is speed: 
One does not have to wait very long before a vehicle fills 
up, and the line-haul has no interruptions. The main 
disadvantage is also speed: After the drivers take off 
there is no slowing down for anything, and they overtake 
everybody. Serious accidents are quite common, and 
the faint of heart are better advised to take the bus. A 
very common sight on the Alexandria road, which has 
two lanes in each direction, is a truck stopped on the 
edge of the pavement being passed by another vehicle, 
which in turn is being overtaken by a careening jitney 
shooting the gap at 100 km/h (60 mph). 

At the other end of the scale are services to the rural 
hinterland. The age of the service vehicle is inversely 
related to the size and importance of the village. These 
taxis tend to be American sedans of ancient vintage, re-
equipped by the ingenuity of their owners. A definite 
filtering-down process of equipment seems to exist. The 
drivers serve as the real communications links in many 
respects between the small villages and the big city: 
They will carry messages and perform small chores for 
their neighbors. 

It is interesting to observe that the retail price of one 
liter (0.265 gal) of diesel fuel in 1975 was about 5 cents, 
of which 2 cents was tax. The corresponding figures for 
regular gasoline were about 13 and 7 cents, which would 
explain the diesel conversions. 

It should be noted that none of the jitneys provide in-
ternal urban service, nor do they enter the larger cities 
haphazardly. There are very definite terminal points, 
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and in Cairo they are located at major transportation 
modes (large bus terminals, railroad stations, markets) 
at which transfers to other modes are easily possible. 
On the other hand, these areas are completely undesigned 
and unequipped. An open lot or a wide street is used, 
and the appearance is completely chaotic. The surround-
ing buildings tend to be occupied by low-grade commer-
cial establishments; cars, taxis, vendors on foot, and 
stray animals mix through everything, and the environ-
mental sanitation level is often deplorable. There are 
no passenger waiting spaces or other amenities here, 
except perhaps accidentally or in conjunction with other 
activities, but the system is understandable to regular 
users. 

Organizational efforts are applied where it counts: 
Dispatchers supervise the operations and even sell tick-
ets. These men are the visible expression of the private 
associations that maintain functional order at each ter-
minal. They know at any given time which vehicles are 
present and also how many seats are still open in any 
one of them. At the time of departure, the driver pays 
a small fee to the dispatcher. 

The fact that all the new units are the same model 
vehicle brings obvious efficiencies in purchase and main-
tenance. The latter is done in numerous small store-
front workshops that specialize in one part of an auto-
mobile, but all cluster together in definite districts. 

The vehicles on a given run are painted the same color 
and carry information about their terminal on the sides. 
Hard data on the use and operations of intercity taxis 
are not available at this time; information on motor ve-
hicles in general is also scattered, and its analysis and 
interpretation are made very difficult by the interruptions 
in trends due to recent military and political events. 

An example is provided in the case of the city of 
Ismailia (1) on the Suez Canal, which has very close 
linkages to Cairo but has also been in a state of flux; its 
social and economic life is being reestablished after the 
last Arab-Israeli war. In 1974 a total of 2359 motor 
vehicles were registered in this region, 470 of which 
were taxis. The population at that time was about 
370000, but it is expected to grow by 2000 to close to a 
million. In 1966, the rates for intercity passenger trips 
between Ismailia and Cairo were 15.7 daily trips/1000 
population for buses, 8.6 for rail, and 6.3 for taxis and 
private cars. 

Planning consultants have roughly estimated that the 
operating costs for intercity taxis are about 10 cents/km 
(16 cents/mile). It is a rather hopeless task at present 
to attempt an economic analysis of this industry; it is the 
nature of this businesS not to disclose information. But 
a few external observations should permit the reader to 
draw his or her own conclusions. 

The vehicles are expensive by any standard. (The 
basic price of a Peugeot 504 station wagon in New York 
is $7500, and Egypt has heavy import duties.) The inter-
city taxi fares charged on runs for which competing 
modes are available are higher than those of public buses 
but below those of trains. During peak demand periods, 
the fares have been known to rise sharply. The drivers 
pay a business tax on profits, a defense tax, and a pro-
gressive personal income tax; their liability, however, 
is obviously not easy to determine because of the nature 
of the business. 

It is said that today, with most economic enterprises 
heavily controlled by the state, only the operators of 
taxis (2) and heavy trucks are in a position to reap good 
profits. Observable evidence supports this contention, 
and some taxi owners have purchased a second vehicle 
after a year and a half in business. Large fleets are 
reported not to exist, but some families have several 
units under their control. This is also one of the most  

capital-intensive activities in Egypt at the present time 
outside of large-scale manufacturing. 

Clearly, the taxi industry is most attractive to active 
people who wish to advance rapidly; the service is highly 
popular with almost everybody. 

FIVE BRIEF SKETCHES 

Venezuela—Carros por Puesto 

In the city of Caracas, the carros por puesto run along 
fixed routes and charge fares on a zone basis. In the late 
1960s there were about 6000 jitney vehicles in operation 
on 60 routes (3). This service emerged spontaneously 
and quite rapidly after 1950 in response to the extremely 
poor conventional bus service. It soon established a 
definite place in the social hierarchy of transportation 
systems as a public mode that has enough status to be 
used by the middle class. The very poor, of course, 
have to walk or cope with the regular buses (fare— about 
11 cents); the carros por puesto serve those who can 
afford to pay about 22 cents, usually four times a day 
since workers return home for lunch. Regular use of 
taxis is definitely a notch above that (about 90 cents a 
ride), but all of these modes are eclipsed by the private 
car as a measure of one's station in life. 

The data that are available (late 1960s)   indicate that 
the Caracas jitneys serve about half a million people 
daily and accommodate about 16 percent of the trips in 
the city. On some streets 800 carros por puesto pass a 
given point hourly during rush periods. They operate 
from outside terminals but stop anywhere along the route 
and even let out people from both sides of the vehicle, 
which is a definite hazard, particularly since there are 
no insurance requirements. Their overall running speeds 
for all practical purposes are identical with those for 
private cars: The time lost for stops is compensated for 
by aggressive driving— apparently an inherent charac-
teristic of jitneys operated by private owners. 

The government controls the rates and the number of 
vehicles allowed on the streets. Furthermore each car, 
according to a designation on its license plate, cannot 
be used during a specific day of the week and is expected 
to undergo maintenance at that time. At the operational 
level, even stricter controls are exercised by the 50 or 
so associations (many with 150 to 300 jitneys) that are 
largely responsible for specific routes. 

The vehicles themselves are of all possible types, 
tend to be about 9 years old, and are operated by owner-
drivers who have to go through the following entry pro-
cess: (a) obtain a permit and license from a ministry 
office, (b) be approved by a city department, (c) be ac-
cepted by an association, and (d) join a transport union 
that is also a fraternal organization. After all that, a 
driver can expect a gross daily income of $15 to $16. 
About a third of this has to be allocated for operational 
expenses, maintenance, and depreciation, usually leaving 
less than $11/d as net income; this represents an 
adequate but modest wage and would place the driver's 
family in the upper stratum of the low-income group. 

The future of the Caracas jitneys has been and re-
mains uncertain. It is probable that a better bus sys-
tem—in terms of speed, cleanliness, and comfort (not 
cost)—could push them out of business. Also, as local 
employment opportunities grow, the long hours and bare 
subsistence returns could encourage many drivers to give 
up this way of life. On the other hand, others may wish 
to fill their places in an effort to struggle up the eco-
nomic ladder. Another factor that will affect the situation 
is the subway that is now under construction. It is assumed 
that when the new subway is opened most travelers will 
switch to this service, since it fits in well with the linear 
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configuration of the city. However, it is also expected—
and hoped by some—that the jitneys will then be able to 
operate as a responsive feeder and distribution service 
for the heavily used public mode. 

The Philippines— Jeepneys 

The jitneys-jeepneys of Manila were created after World 
War II when the American Army dumped its surplus 
vehicles in the Pacific region. The mode that emerged 
did not just fill a temporary vacuum in the public trans-
portation field; it has also established and maintained a 
secure position in this area as an extreme free-
enterprise operation in quite an open economic situation 
(4). Perhaps even more importantly, the jeepneys ex-
press the individualistic values and national life-styles 
of their drivers and patrons. The vehicles are among the 
most colorful transportation devices found anywhere; 
they are examples of true folk art in the best sense of 
the word. 

As the name indicates, the chassis and mechanical 
parts of the vehicle come from the jeep, but this is 
covered by a locally produced body that accommodates 
up to 14 seated passengers. The outside is covered by 
a wide variety of decorative elements, ranging from 
elaborate paintwork and plastic streamers to chrome 
ornaments. The total effect is one of exuberance and 
flamboyance that highlight the utilitarian character of the 
vehicle and the imagination and skill of the local crafts-
men. 

In Manila the operations of buses and jeepneys almost 
completely overlap. The fares are also the same, and 
they are equally acceptable socially. Thus, specific 
choices are purely personal, and the major distinction 
is that buses are perceived to be more comfortable for 
longer journeys, while the jeepneys are more agile and 
thus faster. At the administrative level the two systems 
maintain a continuous state of confrontation as competing 
private industries. 

In 1960, there were 7300 jeepneys owned by 3600 per-
sons in operation in Manila; in 1970 the jeepney fleet had 
grown to 15000. Few hard figures are available on their 
actual use, but this service is unquestionably the dom-
inant public mode. In the late 1950s, about two-thirds 
of all passenger trips were accommodated by it and, al-
though this ratio has certainly decreased, the most 
visible element on most major Manila streets is still 
the jeepney. As they do everywhere else, the Filipino 
vehicles capitalize on responsiveness, maneuverability, 
and speed; thus they are able to cope reasonably well 
with the chronic problems of congestion in Manila. 
Street surveys indicate that they can carry more than 
7000 passengers,'/lane. 

Some of the more interesting features of this mode 
concern its labor implications and organizational struc-
ture. The jeepney industry employs a significant number 
of workers not only in direct operation but also in their 
local manufacture. The ownership and control systems 
are quite complex and often not fully recognized or known 
officially. There are many owner-drivers, but there 
are also entrepreneurs who control hundreds of vehicles 
that they rent out to individuals daily under illegal but 
unstoppable private agreements. Since these drivers 
have to fend for themselves, fierce competition for fares 
is generated on the street, and there are frequently many 
other abuses in terms of service. 

Public agencies control the entry of new operators 
through a certification process that has no overall ser-
vice criteria and little follow-up enforcement. The 
effective control of the industry is provided internally 
by associations that are well organized and disciplined 
and can exert political influence at the national level. 

The take-home income for a driver was about $2.50 
to $3.25/d in the early 1970s, although up to $4.25 
could be earned in a long day. Since the legal minimum 
daily wage in the Philippines at that time was $1.25, the 
income is regarded as quite adequate within a modest 
style of living. However, the price of a vehicle (about 
$2400) compared with the average income levels makes 
it extremely difficult for an ordinary worker to enter 
this business through regular savings. It is interesting 
to note that the ratio between the cost of a vehicle and a 
reasonable annual wage for a driver in Manila is about 
3 to 1, while it would be exactly the opposite— ito 3—
in the United States ($3300 for the car and $10000 in 
salary). 

Nigeria— Kia-Kias 

In Lagos the kia-kias (translated as quick-quicks) are 
true jitneys with a few other free-enterprise features 
added. Since undoubtedly the overall transportation sit-
uation in Lagos is among the worst in all metropolitan 
areas of the world today, the kia-kia service is crucial 
to the life of the city, although it is looked at askance by 
the authorities and is considered somewhat of an em-
barrassment because of its freewheeling andimprovisa-
tional nature. The vehicles themselves are almost with-
out exception regular minibuses with simple seats added 
(5). 
- The major public service is provided by conventional, 
albeit obsolete, overcrowded, and uncomfortable buses. 
They struggle along badly congested streets, and trips 
during rush hours are usually measured in hours. The 
jitneys are the only vehicles that can penetrate the dense 
low-income residential districts, which have narrow 
and often unpaved alleys. Thus they operate mostly as 
feeders, focusing on a few modes that are usually busi-
ness centers and bus stops on the primary arteries. The 
conditions here, to the outside observer, appear chaotic, 
and the waste of time, fuel, and human energy is stag-
gering. 

It is hard to imagine how an official agency could 
operate a local service under these conditions. It is 
instead accomplished by the kia-kias under the reported 
control of powerful individuals and associations in each 
district. They run a tight ship, and fatalities resulting 
from "organizational efforts" are not unknown. All this 
has not been a particular concern of the government, 
which largely maintains a hands-off attitude. 

As far as the passengers are concerned, they need a 
lot of experience and experimentation in their own dis-
tricts to cope with the system. Their complaints re-
garding the kia-kias are numerous, ranging all the way 
from fare gouging to the absence of service in many 
areas. However, on the whole, the system works, and 
there really is no choice or alternative that could be 
identified in the near future. The operators only want 
the public agencies to leave them reasonably alone and 
to provide physical improvements at the interchange 
points between the buses and the kia-kias. 

Ecuador— Colectivos 

The city of Guayaquil has two public systems: the buses 
and the colectivos. The latter were originally of the pure 
jitney type but have undergone an interesting rapid pro-
cess of evolution. The colectivo lines were organized 
as a higher quality service using small vehicles. Since 
they have remained very popular, the units have grown 
through the microbus type to regular bus size. Today 
they are usually good European-built vehicles, and the 
average colectivo is now physically larger than the bus, 
a locally improvised vehicle and rather dilapidated. 
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The lines have increased in number and become more 
fixed. There are an approximately equal number of bus 
and colectivo lines, and their configuration is about the 
same: radially oriented toward the center. The only 
difference is that relatively more colectivos serve the 
higher income districts, while buses, of course, have 
an edge but no monopoly in poorer areas. 

Furthermore, both services operate in the jitney 
mode, i.e., they stop on demand even though this is 
against regulations. It is also interesting to note that 
the colectivos are not allowed to carry standees but, 
since they do anyway, occasionally the driver will ask 
everybody to crouch down if he thinks that he is passing 
a checkpoint. Fares have remained fixed for a long 
time, and there is no substantial difference between 
buses and colectivos— about 3 versus 4 cents. These 
extremely low fares are completely unsubsidized, but 
clearly the private operators can make a profit. How-
ever, it may be a matter of economic survival to take 
various shortcuts. Some of these are good (such as re-
sponding immediately to user demands in various dis-
tricts and on special occasions); others are not so good 
(squeezing in the maximum number of seats and not 
providing any service in light-density corridors). 

Israel— Sherutim 

The sherut system is well developed and institutionalized 
in Israel. The major difference between this case and 
the others discussed previously is that the service in 
Israel is intercity in nature, and thus each line is rela-
tively long. Fares, therefore, have to be zoned. The 
service is strictly controlled by the government and 
operates as a regular and major component of the entire 
national transportation system. Indeed, the buses alone 
would not be able to cope with the loads. 

Terminals may be at the periphery of urban areas, 
or the lines may reach to the very core of cities, in ef-
fect thus also offering localized metropolitan service. 
The vehicles are usually of very good quality and are 
like specialized airport limousines. 

CONCLUSIONS 

All the systems looked at in greater or lesser detail in 
this survey are vigorous in their operations and in great 
demand among their customers. Thus, they can only 
be characterized as successful. The key concepts ap-
pear to be flexibility and responsiveness. 

They have grown out of the local transportation 
needs. They are not deliberately planned or particularly 
controlled by official bodies. 

They rely on hardware that the local community 
can afford and manage, but changes are made rapidly as 
the fundamental economic state improves. 

They provide a personal service that fosters di-
rect human relationships. The drivers, owners, and 
mechanics are members of the local community them-
selves. 

They are labor-intensive systems at the semi-
skilled level— fitting exactly the employment needs in 
developing countries (perhaps also in industrialized 
countries today). 

They exploit quickly all demand situations. The 
operators are immediately aware of new patterns, and 
they can step in at a moment's notice. 

They tend to use small vehicles, which can main-
tain high frequency of service and can penetrate resi-
dential districts. 

They act in the broadest sense as the incubators 
of skills toward national industrialization, both in tech- 

nical and entrepreneurial areas. 
They do not require large investments in general 

and practically none from the public sector: No rebuild-
ing of channels is necessary. No research or develop-
ment of equipment is needed: Hardware is bought off the 
shelf or is modified through well-established local prac-
tices. 

All this is possible because private individuals work 
very hard to gain the largest possible income to support 
their families and to move ahead. The industry tends to 
attract the most aggressive persons from the local com-
munities, and it is very frequently the easiest entry into 
modern business, requiring rather modest initial means. 
This powerful motivation results in exceptional service 
response. 

Lest this examination become a one-sided paean in 
praise of unbridled private enterprise in public trans-
portation, the negative elements of these systems must 
not be ignored. While there are many variations in this 
from place to place, the following concerns appear to be 
somewhat universal. 

Service will be provided within a corridor or even 
at any given time only if it is profitable to do so in the 
short run or perhaps in the long run. Low-density or 
poor neighborhoods remain unserviced. 

The high competitiveness of the activity can keep 
the net income of drivers at the bottom level, but it also 
keeps the fares down. 

There are frequently opportunities and temptations 
for unscrupulous individuals to build self-serving enter-
prises beyond the pale of legality. This can reach the 
level of outright gangsterism. 

The scramble for fares almost always necessitates 
a hostile attitude and behavior toward traffic regulations 
and driving etiquette. 

The public agencies tend to ignore this industry 
at best (keeping hands off and providing no assistance or 
encouragement) or at worst try to eliminate it, since it 
does not present the proper civic image. 

Maintenance of equipment and rider comfort and 
safety can be seriously deficient under tight economic 
conditions. 

The regularity and reliability of service can be 
seriously affected by the personal whims of drivers or 
the monetary inducements of riders. 

It is quite obvious that most of the bad features of 
rampant and rapacious capitalism and incipient criminal-
ity can be at least minimized by a positive assumption 
of responsibility by the government. It is not so clear 
what can be done to assure that the public objectives of 
a public service are achieved— the provision of reason-
able service to all who need it. No matter how good the 
service may be in any given instance, there will be 
people, certainly at the lower end of the economic scale, 
who are shut out from it. Here only direct or indirect 
public assistance may help, and this is exactly the step 
that most official agencies will shy away from. 

The efforts of some national or local governments to 
actively work toward the elimination, of these services 
have been a more serious problem than nonassistance. 
The overwhelming reason for this attitude is a perception 
of status symbols: Jitneys appear to be primitive and 
improvisational compared to the taxis of London, the 
monorails of Tokyo, the buses of Copenhagen, or the 
subways of San Francisco. This, unfortunately, misses 
the point completely and, ironical as it may sound, the 
emergence of interest in paratransit modes in the in-
dustrialized countries has placed those that flourish in 
the cities of the third world in a much better local per- 
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spective. Frequently, both in the developed and the un-
developed countries, the organized and heavily capital-
ized transportation systems are in active opposition to 
the ones that survive and prosper because they are ram-
bunctious and scrambling and do not always play fair. 

Just as it was never implied in this review that the 
jitney modes should not be regulated at all, neither is it 
suggested that they are a solution for all urban transpor-
tation needs. The heavy rapid rail systems have their 
own capabilities; regular taxis with premium fares and 
service have a distinct part to play; and all other modes 
have at least some useful characteristics. The free-
wheeling, privately operated public automobiles, how-
ever, can do so much so well that it is not surprising to 
see that they form the backbone of public transport in 
many cities of the developing world. Can a greater role 
be suggested for them also in our cities? 
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Regulatory Considerations for 
Alternatives to Conventional 
Transit Systems 

Richard Reimer, Commonwealth Research Corporation, Reston, Virginia 

The case of the Reston Commuter Bus presents an in-
teresting example of intergovernmental confusion and 
conflict that culminated in a public regulatory commis-
sion overuling the policies of a public transit authority. 
It is an example of a technically and financially sound 
transportation system being threatened by institutional 
policies that were, ironically, designedto preserve pub-
lic transportation. 

STARTING THE SERVICE 

The Reston Commuter Bus System was started in 1968 
by a group of commuters for the simple purpose of get-
ting to work without driving. This was prior to the pub-
lic acquisition of transit in Washington, D.C., and the 
privately owned common carrier that had operating 
rights between Reston and Washington declined to pro-
vide regular bus service because it did not appear to be 
financially justified. The commuters therefore chartered 
a daily bus and routed it to serve most parts of Reston, 
run nonstop on the 32-km (20-mile) trip to Washington, 
and drop off riders at downtown employment centers. 

The carrier was pleased with this arrangement since 
there was no financial risk, and the commuters did their  

own scheduling and revenue processing. Unlike most 
public transit in suburban Washington, the system was 
designed to serve commuters effectively and provide a 
realistic alternative to driving. The service was suc - 
cessful, more buses were added, and the group of com-
muters became a corporation. By 1972 the Reston Com-
muter Bus had attracted more than 1000 people (2000 
daily trips). 

But while Reston Commuter Bus was a success, tran-
sit ridership in the Washington area was declining and 
public acquisition was imminent. In January 1973 the 
private carrier that served Reston was condemned and 
its assets were taken over by the Washington Metropoli-
tan Area Transit Authority (WMATA). 

The WMATA inherited the contract between the pri-
vate carrier and Reston Commuter Bus. Reston gener-
ally supported the public takeover and expected a lower 
price per bus run because WMATA's price would not 
include a profit factor or depreciation, since the capital 
costs would be absorbed by WMATA and Fairfax County. 
Economies of scale were anticipated because WMATA 
would merge the four Washington area bus companies. 
Reston simply expected that a public agency would be 
more responsive to public needs, especially in the case 
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of Reston Commuter Bus, which had demonstrated how 
to attract ridership. 

In October 1973 WMATA's Board of Directors held 
public hearings on a new pricing policy for the type of 
service exemplified by the Reston Commuter Bus. A 
policy proposal was prepared by WMATA's staff for con-
sideration by the Board of Directors. The policy pro-
posal included a 6 percent profit for WMATA, on the 
theory that Reston was a specialized service on which 
WMATA was entitled to make a profit to help offset 
losses on regular route service. The proposed pricing 
formula also included a mixed average and incremental 
cost approach in such a way as to maximize the price. 
No discount was proposed for services Reston Commuter 
Bus performed itself and for which WMATA incurred no 
cost, such as schedule printing, schedule planning, rev-
enue processing, and telephone information service. The 
policy proposal also labeled the Reston system a form 
of regular route service, calling it "community-type" 
regular route transit service ''under contract." The 
terminology is important because WMATA's enabling 
legislation specified that it had sole responsibility for 
providing regular route service. 

WMATA's board passed the staff's pricing policy but 
removed the 6 percent profit margin, deciding the ser-
vice should be provided at cost (that cost to be calculated 
by WMATA's staff). Cost increases incurred by WMATA 
were to be passed on to Reston every 6 months. The 
policy adopted by WMATA's board resulted in a 43 per-
cent increase in the price of service to Reston Commuter 
Bus. The bus system absorbed the increase through a 
combination of increased fares and a reduced quality of 
service. This marked the end of growth in the Reston 
system. Reston had been put in the classical transit 
dilemma of rising costs and falling ridership. 

Reston Commuter Bus, facing another price increase 
in 6 months, worked to secure a subsidy from Fairfax 
County to cover any further price increases. Fairfax 
County was already subsidizing regular route service 
provided by WMATA. Reston argued that, if it went out 
of business, some sort of regular route service would 
be needed and the county would be obligated to absorb 
the operating losses associated with that service. Fair-
fax County agreed, and in November 1974 the Board of 
Supervisors voted to subsidize part of the next WMATA 
increase but only temporarily, until WMATA adopted a 
more reasonable pricing policy or Reston found a suit-
able private carrier. Ironically, Fairfax had no author-
ity to subsidize Reston Commuter Bus. Virginia had no 
enabling legislation permitting such an action by a 
county. The next price increase was 18 percent, bring-
ing the average increase to more than 30 percent a year. 
The one -way cost per rider went to $1.70, with the rider 
paying $1.50 and the county $0.20. 

SEEKENG A NEW CARRIER 

In December 1974 Reston Commuter Bus seriously 
started seeking a private carrier that would be willing 
to serve Reston and would file an application with the 
regulatory commission for permission to contract with 
Reston Commuter Bus. Prior to the public takeover of 
transit in Washington the commission had regulated all 
service, both regular route and contract service. With 
the public takeover, WMATA became both the operator 
and the regulator of regular route service. Contract 
service remained under the regulatory powers of the 
Washington Metropolitan Area Transit Commission 
(WMATC). 

Reston's objective was to qualify a private carrier 
under the contract service provisions. WMATA's public 
position was that Reston Commuter Bus was merely a  

form of regular route service; any private carrier would 
face stiff opposition from WMATA before both WMATC 
and the federal court. Finding an interested private car-
rier under these circumstances was difficult. Alter 
several false starts, Reston Commuter Bus found one 
carrier that seemed both qualified and interested in 
serving Reston— Colonial Transit. Colonial was already 
operating more than 100 commuter runs from the remote 
suburbs into Washington, D.C. Colonial was unaffected 
by WMATA's takeover of the private companies in Wash-
ington because the home side of its commuter operation 
was outside WMATA's zone. Colonial proposed to pro-
vide buses to Reston at only 62 percent of WMATA's 
price. 

Colonial's method of operating commuter transit is 
very different from conventional city transit operations. 
Approximately 90 percent of Colonial's drivers are part 
time and hold full-time jobs in downtown Washington. 
They drive buses into Washington, drop off riders, park 
the bus, and go to work. This of course eliminates the 
costly peaking problem of conventional transit opera-
tions. The equipment used by Colonial is older and 
smaller than that provided by WMATA, but it is also 
faster and more comfortable for highway running. Res-
ton decided to accept the Colonial proposal. 

In April 1975, Colonial Transit filed an application for 
a certificate of public convenience and necessity to serve 
Reston Commuter Bus. WMATC scheduled a hearing to 
accept evidence on the application. Reston Commuter 
Bus filed a petition in support of Colonial. WMATA filed 
a protest, as did the Amalgamated Transit Union. Colo-
nial had to demonstrate to WMATC its fitness to provide 
the service. The company was already operating more 
than 100 commuter bus runs into Washington, D.C., from 
outlying suburban counties. The operating rights to pro-
vide that service had been granted by the Interstate Com-
merce Commission. Replacing WMATA in Reston re-
quired a one-third expansion of Colonial's fleet. Colo-
nial demonstrated that it had the financial capacity to do 
this. 

Reston Commuter Bus had a somewhat more difficult 
case to prove to WMATC. Reston had to show there was 
a public need for Colonial to provide the service because 
WMATA was not providing and could not provide the ser-
vice. Reston's primary argument in the case was that 
rising costs under WMATA service had put the bus sys-
tem into the classical cycle of fare increases and de-
clining ridership. Reston also cited operational prob-
lems in dealing with an organization as large as WMATA. 
Realizing the public policy implications of switching from 
a public transit authority to a private carrier, Reston 
Commuter Bus demonstrated community support for the 
change. More than 1500 residents of Reston signed a 
petition supporting Colonial. Also the change to Colonial 
was endorsed before WMATC by the Fairfax County Board 
of Supervisors, the Northern Virginia Transportation 
Commission, the Northern Virginia members of the 
General Assembly, and the area's members of Congress. 
Fairfax County declared it would not subsidize Reston's 
system under WMATA. 

Reston Commuter Bus sought the support of the local 
metropolitan planning organization, the Washington 
Metropolitan Area Council of Governments (COG). Res-
ton Commuter Bus asked specifically whether a regional 
approach to public transportation requires a single pub-
lic carrier or whether a supplemental peak-hour service 
by private carriers was consistent with COG's regional 
approach. COG's response was that WMATA must op-
erate all transit. 

WMATA, in presenting its case to WMATC, claimed 
that WMATC had no jurisdiction to grant a certificate to 
Colonial. WMATA claimed that Reston Commuter Bus 
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was a regular route service, specifically "community-
type regular route service under contract." WMATA 
claimed that the only difference between this regular 
route service and other regular route service was the 
method of payment to WMATA. WMATA also claimed 
that it, and therefore the taxpayers, would lose approx-
imately $250000/year if it lost Reston Commuter Bus. 

WMATC in its decision held that the Reston Commuter 
Bus system is inherently different from WMATA's reg-
ular route service and that WMATC had jurisdiction to 
grant a certificate. The Reston system was found to not 
be regular route service for several reasons: 

The financial risk of each run is borne by Reston 
Commuter Bus; 

Reston Commuter Bus is charged the full cost 
of service, while regular route service of WMATA is 
heavily subsidized; 

Reston Commuter Bus determines the level of 
service, routes, and schedules; and 

Reston Commuter Bus is managed by community 
volunteers. 

The certificate of public convenience and necessity 
was issued in September 1975. The staff of WMATA 
wanted to appeal the decision to WMATC and then to the 
federal court. WMATA's board refused to allow an ap-
peal, possibly because the entire matter had become 
embarrassing. 

REFLECTIONS 

In reflecting on the Reston Commuter Bus experience, 
several inferences can be drawn: 

Regulatory procedures can serve to promote in-
novative public transportation. 

Regulatory procedures can serve as a check and 
balance on transit authorities. 

Since the justification for WMATA's opposition to 
Colonial Transit was based on the concept of a regional 
approach to public transit, this concept (at least in the 
Washington area) needs to be reexamined. 

Case Studies of Taxicab Regulation 
in the United States 
Sandra Rosenbloom, Community and Regional Planning, University of Texas 

Municipalities have routinely regulated the operation of 
taxicabs for decades; the major part of existing regula-
tion evolved prior to and just after World War II (!). 
Generally only incremental changes in these older regu-
lations have taken place since that time. Traditionally 
local involvement with the taxi industry involved four key 
aspects of regulation: - control of entry into the market, 
control of management and ownership, standards for 
service and vehicles, and fares and charges (2, p. 64). 

Many cities are currently taking a hard look at both 
their existing taxicab regulations and the rationale be-
hind those regulations. The impetus for this recent 
scrutiny has come from a number of sources. Some 
cities are involved in comprehensive code revision ef-
forts and are considering revision of the taxi ordinances 
contained in their codes. Others are reconsidering their 
regulations because of the accelerated frequency of in-
dustry requests for fare increases and demands by the 
industry to consider regulatory changes in mandated 
operational characteristics. There is heightened con-
cern about discrepancies in alrport service and the in-
creasing activity of social service agencies in the pro-
vision of contract transportation. There is also growing 
recognition that taxis can and do play a significant role 
in the urban transportation system, a recognition height-
ened by increasing attention to all paratransit modes on 
the part of the Urban Mass Transportation Administra-
tion (UMTA) and state departments of transportation. 

This paper will generally be concerned with the first  

three traditional aspects of municipal taxi regulation 
(entry control, ownership, and service standards) and 
will review the empirical evidence available on the actual 
relationships among these three variables in operation 
at the local level. 

Control on entry into the local taxi market can involve 
restrictions on the number of licensed vehicles, restric-
tions on the number of licensed companies, restrictions 
on the geographic area of service, or a combination of 
these three. The overwhelming majority of all American 
cities practice one or more of these forms of entry con-
trol. Early research found that those few cities that did 
not restrict entry into the local taxi market had signifi-
cantly more taxis per capita than those that did restrict 
entry and that the only significant explanatory variable 
was the lack of entry restriction (3). Later research (4) 
found that, in the 5-year period from 1963 to 1968, the 
number of taxis in cities without restrictions rose in di-
rect proportion to the rise in a number of indicators of 
increased economic activity (retail sales in the central 
business district, retail sales in the city as a whole, 
service industry receipts) while the number of taxis in 
cities that have restrictions was constrained from re-
sponding to increases in consumer demand. It was clear 
from the data that the deciding variable was the prohibi-
tion against individual owner-operators. 

Atlanta; Washington, D.C.; and Honululu are con-
sidered to have no control on entry. Honululu does reg-
ulate the number of taxis indirectly by restricting the 
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number of taxi stands and limiting taxis to two to a stand. 
Historically the number of stands has been allowed to in-
crease significantly from year to year in direct propor-
tion to economic growth. However, the Honululu police 
department reports that the number of new taxi stands 
and, consequently, the number of taxis have been re-
stricted more stringently in the past few years. Given 
the findings presented in later parts of this paper, it may 
be more accurate in the future to consider Honululu to 
be a city with restrictions on entry. Atlanta passed an 
ordinance in mid-1975 that restricted the future number 
of taxis to the current number licensed. The city of 
Atlanta does not know the current number of licensed 
taxis, and it is an accepted fact that the control ordi-
nance has not yet been enforced. 

Table 1 presents a comparison of the number of taxis 
per 1000 people for 11 American cities-8 that have and 
3 that do not have entry restrictions—for the years 1960, 
1970, and 1976. The pattern established in the differ-
ence between 1960 and 1970 holds true for the difference 
between 1970 and 1976; cities that have no restrictions 
have significantly more taxis per capita than cities that 
do have restrictions. Moreover, cities that set numer-
ical restrictions on entry tend to have more taxis per 
capita than those cities that control entry through fran-
chising arrangements or findings of public convenience; 
this is consistent with the results of earlier studies (5, 
p. 19). However, Table 1 makes some other trends 
more obvious than previous work did. Central cities are 
generally decreasing in population; two of the four cities 
in Table 1 that have numerical restrictions experienced 
population decreases from 1960 to 1970. Obviously, 
those cities that have held the number of taxis constant 
through numerical restriction show an increase in taxis 
per capita if the population of the central city decreases; 
this does not necessarily indicate an increase in the 
level of service. Metropolitan regions with strong cen-
tral cities generate greater demand for taxi service 
than that indicated by central city population figures 
alone. Conversely most metropolitan areas have signif-
icantly more licensed taxis available in the entire metro-
politan area than is indicated by central city licensing 
figures alone. However, because service and jurisdic-
tional restrictions on all licensed taxis vary widely with-
in most metropolitan regions, comparable indices of 
service have never been developed. 

Table 1 also indicates that the rate of increase in the 
number of taxis in cities that have no restrictions has 
declined. The period from 1960 to 1970 was a growth 
period, but the years from 1970 to 1976 show a halt in 
absolute and relative growth in Atlanta, a slowing of 
relative growth in Honululu, and both an absolute and 
relative decrease in levels of taxi service in Washington. 
This might indicate that the markets in those cities had 
an excess of supply and that market forces are coming 
slowly into equilibrium. Another interesting finding is 
the lack of growth in taxis per capita in cities that have 
franchising or company restrictions. Although all four 
cities in the second group in Table 1 could have shown 
a numerical increase in taxis, only Dallas showed an 
increase—of only four taxis in 6 years. 

The empirical analyses cited earlier prompted many 
transportation planners to argue for deregulation of entry 
into the taxi industry at the local level. It was argued 
that such deregulation would provide transportation ser-
vices at the increasing level demanded by the public, 
reduce the need for private cars, and address other key 
societal concerns (2, pp.  76-79; 69  p. 86; 7). The orga-
nized taxi industry was against deregulation and responded 
in three ways. First, they argued that indices of taxis 
per capita or per square kilometer were highly mis-
leading, since evidence exists that many taxis are not  

on duty most of the day. Taxi drivers in cities that do not 
have restrictions are more likely to be part-time opera-
tors who are often off duty; studies have found that no 
more than 24 percent of Washington's taxi fleet is on duty 
at any given time (8). However, the taxi industry admits 
that cities with restrictions keep significant numbers of 
taxis off the road daily because of the lack of drivers; in 
1967 a representative of the trade association of New 
York's fleet operators claimed that restriction kept more 
than 1000 (of approximately 7214) fleet cabs (which hold 
about 62 percent of the taxi medallions) idle daily for 
lack of drivers (5, p.  28). Existing data are insufficient 
for clear-cut conclusions, but it appears that, while cities 
without restrictions may have a smaller percentage of 
their taxis on duty at any time, the differences are not 
as significant as charged by the industry. 

Second, the taxi industry has argued that two of the 
three cities without restrictions—Honululu and Washing-
ton—are atypical because they have large volumes of 
tourist and convention business. This argument has been 
refuted by previous work (4, p. 12), but those earlier 
analyses have been updated for the purpose of this paper 
(Table 2). By using retail sales in the central business 
district and in the city as a whole as indices of economic 
growth and hotel and motel receipts and service industry 
receipts as reasonable proxies for tourist -related activi-
ties, Table 2 shows that the three cities without restric-
tions generally have higher taxi ratios than those with 
restrictions. If the taxis were responsive only to ex-
traordinary levels of tourist activity as charged, we 
would expect the taxi ratios to be more comparable. 

Table 2 is not consistent, however, with previous 
findings on the growth in the number of taxis in cities 
without restrictions in response to increases in economic 
activity; although Atlanta and Washington maintained their 
relative positions on most indices, Honululu's relative 
and absOlute standings fell. It may be that the 1960s was 
a period of rapid growth in the taxi industry in the cities 
without restrictions and that too many drivers entered 
the market for it to be profitable for all entrants. This 
may simply reflect the efficient workings of the market-
place as it brings the excess supply in line with demand. 
It appears, however, that the supply of taxis is more 
responsive to changing economic conditions in cities 
without restrictions. 

The third and most significant industry argument is 
that lifting the restrictions on local taxi operations will 
bring a drastic reduction in the quality of taxi service 
provided; they argue that the care and maintenance of 
vehicles would be neglected and that there would be a 
significant increase in the number of meter violations, 
fare discrepancies, and crimes against passengers (9). 

In theory there is no need to assume that these prob-
lems must accompany relaxing entry controls on taxi 
service in local areas (2, pp. 93-97). In fact, some of 
these variables are clearly problems of enforcement and 
occur in cities with as well as those without restrictions; 
it is not a coincidence that taxi regulation is the respon-
sibility of the police department in most cities. Empir-
ical evidence does suggest, however, that a laissez-faire 
attitude toward entry control, particularly in Atlanta and 
Washington, is often accompanied by a lax attitude toward 
enforcement of the vehicle standards and insurance re-
quirements that do exist. Recently conditions at National 
Airport in Washington became so chaotic that the need 
for enforcement of existing vehicle standards and insur-
ance ordinances became overwhelmingly clear; the police 
have taken action against improper or unsafe vehicles in 
line at taxi stands and are requiring proof of insurance. 
Offenders are ticketed and prohibited from picking up 
passengers when their turn in line comes—surely the 
worse sanction. 



Table 1. Number of taxis according to degree of entry restriction. 

Category 

1960 

Number 
of Taxis 

Taxis/1000 
People 

1970 

Number 
of Taxis 

Taxis/1000 
People 

1976 

Number 
of Taxis 

Taxis/1000 
People' 

No restriction 
Atlanta' 1 300 2.7 1 900 3.9 1 900 3.8 

Washington 10 180 13.3 9 144 10.2 8 079 10.7 

Honolulu 947 3.2 1 400 4.3 1 600 4.6 

Company franchise or 
public convenience 
restriction 

Los Angeles 885 0.4 855 0.3 696 0.2 

Kansas City, Mo. 542 1.1 542 1.1 542 1.0 

Dallas - - 435 0.5 439 0.5 

Ft. Worth - - 197 0.5 197 0.5 

Numerical restriction 
Miami 431 1.5 431 1.0 431 1.2 

Boston 1 525 2.0 1 525 2.3 1 525 2.5 

Chicago 4600 1.3 4600 1.3 4600 1.4 

New York 11 722 1.5 11 722 15 11 722 1.5 

Estimated population. 	Estimates furnished by Atlanta Police Department 

Table 2. Number of taxis as a function of economic activity according to degree of entry restriction. 

Category 

Number of Taxis/$1 Million of Sales or Receipts 

Retail Sales 	Hotel and Motel 
Retail Sales in City 	in CBD 	 Receipts 

1963 	1968 	1972 	1963 	1972 	1963 	1968 1972 

Service Industry 
Receipts 

1963 	1968 1972 

No restriction 
Atlanta 1.3 1.3 1.0 4.3 5.9 6.2 3.8 2.0 4.7 4.1 2.2 

Washington 7.4 5.8 5.1 25.0 19.4 11.8 8.7 7.4 23.5 16.4 7.5 

Honolulu 1.9 1.8 1.2 17.1 21.4 2.8 1.8 1.0 7.4 5.6 2.9 

Company franchise or 
public convenience 
restriction 

Los Angeles 0.2 0.2 0.1 2.8 2.3 0.7 0.5 0.6 0.6 0.4 0.2 

Kansas City, Mo. 0.7 0.5 0.4 3.9 4.6 2.3 1.9 1.3 2.5 1.8 0.9 
Numerical restriction 

Miami 0.7 0.5 0.4 4.0 3.1 2.5 1.7 1.2 21 1.7 0.8 

Boston 1.3 1.0 0.9 3.8 3.5 3.5 2.7 - 3.6 2.7 1.4 

Chicago 1.0 0.7 0.6 6.8 5.4 2.7 2.2 2.2 2.1 .1.7 1.1 
New York 1.2 1.0 0.8 5.0 3.8 2.7 2.5 2.5 1.7 1.3 0.9 
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Similar chaotic conditions and demands by existing 
taxi drivers in free-market Atlanta have prompted the 
mayor to appoint a Taxicab Study Commission to consider 
implementing entry control. The 13-person commis-
sion, appointed in June 1976, consists of representatives 
of individual drivers, company owners, the hotel and 
motel association, the police, and the public; the com-
mission will consider regulations to deal with the prob-
lems of poor vehicle condition, lack of adequate insur-
ance and licensing, overcharging, and too many taxis. 
The city currently cannot accurately calculate the number 
of taxis in operation and doesn't have the personnel to 
enforce the vehicle and insurance requirements that do 
exist. In addition, the mayor's office has become very 
sensitive to allegations that tourists are overcharged in 
traveling to or from the airport; the city would like to 
consider a zone-rate structure for airport pickups. The 
commission will present its report to the mayor and city 
council in July 1977; because almost all drivers in At-
lanta are semiskilled blacks who have very limited job 
options, any recommendations for enforcement of entry 
controls will become a hot political issue. 

Police departments and regulatory agencies are gen-
erally in agreement with the industry position against 
deregulation. Most regulators are against any regula-
tory changes that increase the number of units to be 
regulated or the permissible activities of those units 
(1, pp. 96-99). It is not surprising that the police are 
against allowing taxis to cruise in Honululu, where the  

taxi operators are agitating for this privilege; the police 
in Seattle are against lifting entry control, as is being 
contemplated; the police in Kansas City are against the 
leasing arrangement being contemplated; and the police 
in Atlanta are actively supporting the enforcement of 
entry controls under consideration in that city. 

The city and county of Seattle have a different perspec-
tive-they dislike the dysfunctional consequences of a 
regulated market and are actively considering relaxing 
not only entry restrictions but fare regulation as well. 
The city is in the midst of a massive code revision effort 
and there is strong support on the City Council for ac-
tively reworking taxi ordinances; three of the nine City 
Council members are on record as supporting deregula-
tion, pending the results of a city study that is currently 
under way. Another problem is the desire to consolidate 
the different ordinances in jurisdictions throughout the 
county and to provide for countywide licensing and en-
forcement of taxicab standards. The city and county are 
actively considering a metropolitan ordinance in con-
junction with the Port of Seattle. Because of the active 
consideration being given to deregulation of the rate 
structure, the U.S. Federal Trade Commission is pro-
viding the city with technical assistance in its feasibility 
study. 

Some cities are considering permitting leasing ar-
rangements as a way to (a) find a middle position between 
free entry with many individual owner-drivers on the one 
hand and tight entry control and restriction on the other 
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hand and (b) meet the demands of the organized taxi in-
dustry for such arrangements in certain cities. Such 
cities as Houston, Dallas, and Fort Worth currently 
have variations of this system; 40 percent of all drivers 
in Houston are estimated to also be owners. Kansas 
City, which has had a numerical restriction of 542 taxis 
since 1957 (1.03 taxis/1000 people in 1976) currently 
prohibits such arrangements but is considering institut-
ing them, despite the active opposition of the police de-
partment. 

The organized taxi industry in large cities is very 
interested in the leasing concept. The company would 
lease vehicles to individual drivers, who would operate 
under the owner's license but retain all of the fares col-
lected. The owners would be responsible for maintain-
ing vehicle standards and would ensure that only prop-
erly licensed drivers leased vehicles. However, the 
limits of the owner's responsibilities toward the driver's 
behavior have not been determined. In some cities, 
drivers actually do own their vehicles and simply lease 
the organized operator's franchise to provide service; 
variants of this arrangement are also being sought by 
the industry, which sees such arrangements as a way to 
get around severe shortages of drivers, the consequent 
underuse of vehicles, and the recent coverage of taxi 
drivers under the minimum wage and other labor protec-
tion laws, as well as a way to defuse growing union 
activity. A taxi operator in a large American city re-
cently found that his leasing drivers made two to three 
times as much a day as his employee drivers (who op-
erate at a percentage of the meter). The industry push 
for leasing and contract arrangements has been slowed 
by adjudication of a number of labor issues raised by 
these arrangements, but recent court decisions have 
been favorable. 

The foregoing discussions raise new, important issues 
about the significance of vehicle-leasing restrictions in 
cities with other types of entry control. There are a 
number of important differences in the leasing restric-
tions that accompany each major type of entry control. 
Cities that limit the number of companies may still allow 
forms of private entrepreneurial activity through vehicle 
contract or leasing arrangement; Dallas and Fort Worth 
permit individual owner-driver operations, but Kansas 
City and Los Angeles prohibit leasing or contract ar-
rangements. Cities that limit the number of cabs may 
still permit leasing, as New York and Boston do. Earlier 
research has postulated that, if such entrepreneurial 
activity is allowed, more drivers will enter the market 
and that individual drivers who are allowed to act as 
private entrepreneurs will work longer hours (5). Future 
research on the impact of entry restrictions on the pro-
vision of taxi service must carefully delineate the extent 
to which leasing operations affect the supply of drivers 
and, consequently, service. 

Many cities are facing a different but complementary 
set of institutional issues because of a growing concern 
for the transportation disadvantaged. Recently there has 
been a movement to directly subsidize deserving travel-
ers rather than subsidizing transportation providers; 
such systems are seen as allowing free-market mech-
anisms to provide cues to private providers that will 
generate better and more efficient service at lower 
costs. UMTA is currently funding several demonstra-
tion projects of subsidies to users that directly involve 
taxi companies as providers. Cities interested in such 
programs are concerned about the stability of service 
under different systems of entry control, including full 
leasing arrangements. Social service agencies in Hous-
ton, for example, have had difficulty with service re-
fusal or no-shows by independent drivers. 

Some cities currently forbid both group riding by  

strangers and fares based on considerations other than 
meter rates. Many social service agencies wish to con-
tract with taxi operators for subscription or demand-
actuated services for groups of their clients but find that 
either or both of these restrictions make such arrange-
ments impractical or impossible. Although such restric-
tions can be changed, they face the opposition of the local 
transit system. 

Many cities are seeking to maximize the provision of 
taxi service, minimize the risk to the public created by 
taxi providers, enhance the mobility of the transportation 
disadvantaged, meet the growing demands of private and 
public transportation providers, accommodate social ser-
vice agencies, and keep the public happy. An increasing 
number of cities see their regulatory powers as an ef-
fective way to accomplish these not always complemen-
tary goals. Cities that are currently analyzing their 
existing taxi regulations are faced with less than com-
plete data, conflicting opinions, pressing needs, and 
some strong political realities. Cities that seek to de-
regulate entry controls in order to enjoy the benefits of 
the free market find that such schemes raise serious 
equity issues as well as serious operational questions. 
Cities that seek to implement tighter control in order to 
better regulate the safety of the public and the quality of 
service provided find that such schemes also raise sig-
nificant equity and operational issues but often very dif-
ferent ones. 

In a sense, the best way to ensure a higher level of 
taxi service is to deregulate entry into the taxi market. 
However, this approach is fraught with problems; al-
though many of the operational problems can be dealt 
with, the political problems created by the opposition of 
the taxi industry may be insurmountable. In addition, 
free-market taxi systems may not be very responsive to 
the needs of social service agencies, which are continuing 
to spend a great deal of money on client transportation. 
My recent work with social service agencies convinces 
me that the best compromise in some cities that have 
restrictions may be an expansion of leasing arrange-
ments. Leasing generally has industry backing, it seems 
to guarantee at least more taxi service, and there seem 
to be reasonable ways to regulate the quality of that ser-
vice if we are sincere in our efforts to do so. Such ar-
rangements are not generally politically controversial and 
often appear to the public to represent only minor changes 
in existing practice. Care must be taken, however, to 
ensure that the needs of the disadvantaged as individuals, 
as well as the needs of the agencies that serve them, are 
protected and enhanced by such changes. 
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Institutional, Issues in Commuter 
Ride Sharing 

Lew W. Pratsch, Federal Energy Administration 

The Environmental Protection Agency, the U.S. Depart - 
ment of Transportation, and the Federal Energy Adminis - 
tration place commuter pooling among the most potentially 
powerful tools available to achieve their respective goals 
of pollution abatement, traffic reduction, and energy 
conservation. Commuter pooling, which consists largely 
of car and van pools combined with elimination of zoning, 
insurance, and regulatory barriers, not only offers a 
potential for rapid and inexpensive reductions in traffic 
congestion, air pollution, and energy consumption but is 
also the measure most likely to be adopted in the next 10 
years that is capable of substantially reducing the num-
ber of vehicle-kilometers traveled (VKT) by commuters. 

The vast majority of car- and van-pooling potential 
is derived from markets that have little or no conven-
tional bus or fixed-rail service. This potential exists 
in essentially two major markets: (a) the urban areas 
that have fewer than 500000 people, which constitute 
half of the nation's population, and (b) the urban areas 
that have more than 500 000 people and fast-growing 
suburb -to -suburb markets, which now constitute nearly 
half of the typical urban-area employment and one-fourth 
of the nation's population. Thus, about three-fourths of 
the nation's population is without effective transit alter-
natives. 

Serving at least 10 percent of this market would be 
extremely difficult for any mode except cars and vans 
because of the low residential densities and wide-ranging 
travel patterns. Obviously, there are plenty of auto-
mobile seats available, since only about one-fourth are 
in use (Table 1). Since about 600 000 vans are produced 
each year, availability of vans is hardly questionable. 
This differs considerably from the case of buses and 
fixed rail, which are not only virtually saturated at rush 
hour but are also produced in numbers (5000 buses and. 
150 rail vehicles) that cover little more than replace-
ment vehicles (1). 

The most significant market for the potential reduc-
tion of VKT is found among the 27 percent of automobile 
commuters who travel more than 16 km (10 miles) to 
work (Table 2). This group accounts for 68 percent of 
the VKT (2). Only about 20 percent of this group would 
have to start van pooling to reduce VKT by 10 percent. 
This group is also the most likely to accept car and van 
pools due to the cost, boredom, and time involved in 
these longer trips and the inability of buses to serve this 
widely dispersed market. The average van pool travels  

40 km (25 miles) one way and serves this long-distance 
market with ease. This is a clear-cut distinction between 
the van-pool market and the typical transit market. The 
vast majority of transit users travel fewer than 16 km 
(10 miles) one way. 

Thus, commuter pooling offers substantial potential 
in reducing commuter VKT. How can this potential be 
realized to increase the market penetration of highway 
ride-sharing modes, i.e., car pools, van pools and 
buses? The institutional issues revolve around how best 
to permit full testing of innovative concepts and to pro-
vide economic incentives to bring out the best in each 
mode. 

SUCCESSFUL PROGRAMS 

Claims that voluntary car pooling is not working simply 
reflect the fact that there has been no comprehensive, 
coordinated national program to make them work. Per-
haps a national program is not the answer, since the 
successful plans that have evolved have been diverse and 
locally conceived. Citizens' groups, employers, govern - 
ment agencies, and private operators have all been in-
strumental in the successful approaches developed to 
date. The programs implemented by Hallmark Cards; 
3M Company; Reston Commuter Bus, Inc.; Colonial 
Transit; Continental Oil Company; GEICO; Southern New 
England Telephone; the Pentagon; Specialty Transit, 
Inc.; Cenex; and Polisar are not stereotyped programs 
but unique programs that serve unique situations. 

One of the nation's best pooling efforts is the Tennes-
see Valley Anthority (TVA) program in downtown Knox-
ville, Tennessee (3). Although this is a medium-sized 
city with little traffic congestion and shorter commuter 
distances than those in a major city, the TVA (which 
employs about 3000 people) has reduced commuter VKT 
by 50 percent in less than 3 years (Table 3). Program 
development started before the oil embargo and was 
launched in December 1973 with the first bus carrying a 
full seated load and four standees. To cover the costs 
associated with the express bus, the fares were nearly 
double their former rate. In January 1975, after the 
number of buses grew to 15, TVA offered an incentive 
plan with a one-third discount on commuter tickets. By 
January 1976, ridership on buses had increased 800 per-
cent, and all extra public and private buses available 
(22 in all) were in service. 
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Table 1. Capacity of commuter modes, 1975. 
Vehicles in Use 
in Commuter Seats! Seats Commuters Units Pro- 

Mode Pea.k Period Vehicle Available Carried duced/Year 

Automobile 46 000 000 5 230 000 000 64 000 000 10 000 000 
Van 1 000 12 12 000 12 000 600 000 
Bus 50 000 50 2 500 000 5 000 000' 5 000 
Fixed rail 10 000 50 500 000 1 000 000' 150 

Figure includes more than one trip per peak period and standees 

Table 2. Selected characteristics of commuting trips in United 
States. 

One-Way 	 Percentage of 	Projected 
Trip Length 	Percentage 	Home-to-Work 	Travel Time 
(km) 	 of Workers 	VKT 	 (min) 

Fewer than 8 	52.1 	 13.9 	 15 or fewer 
8 to 16. 	 20.9 	 17.8 	 16 to 25 
16 or more 	27.0 	 68.3 	 26 and more 

Note: 1 km = 0.6 mile. 

Table 3. Mode of transport used to get to work in Knoxville, in 
percentages. 

Mode of Transport 	November December January June January 
to Work 	 1973 	1974 	1975 	1975 1976 

Drive alone 	 65.0 	42 	 30 	23 	19 
Ride bus 	 3.5 	14 	 23 	29 	31 
Car pool 	 30.0 	40 	 42 	43 	43 
Van, bicycle, walk 	1.5 	 4 	 5 	5 	7 

On the basis of the initial success of the TVA pooling 
program, management and the unions agreed to a con-
tinuation of the comprehensive pooling program in lieu 
of providing parking spaces at the new Knoxville head-
quarters that was completed in 1976. An estimated $10 
million in construction costs was saved. In addition to 
the headquarters pooling program, van pools were es-
tablished at a number of other sites. At one site, the 
need for a four-lane access road to a nuclear powerplant 
construction site was eliminated. Since the road was 
only needed for the few years when more than 5000 con-
struction workers would be commuting, the decision was 
made to increase the average automobile occupancy for 
the construction workers to 5 persons/vehicle by using 
hundreds of vans and buses. This was estimated to have 
saved $20 million in highway and parking construction 
costs. 

The 3M Company in Minneapolis launched the nation's 
first commuter van-pool program in April 1973, before 
the oil embargo. While employment at the company's 
headquarters site was expected to double, access to the 
site was limited by the capacity of nearby highway facil-
ities. Assurances were not forthcoming from govern-
ment officials that adequate highways would be con-
structed. On-site parking ramps were also inadequate 
for the anticipated growth. After about 6 months of re-
search and planning, the company agreed to try a six-
van pilot program for 6 months. The van pool was de-
signed to break even with eight paying passengers; the 
ninth passenger was the driver, who rode free and had 
private use of the van during the evenings and weekends 
for a specified charge per kilometer. The extra fares 
for the tenth, eleventh, and twelfth passengers went into 
the driver's pocket. Within a couple of months alter the 
pilot program started, the company considered it suc-
cessful and decided to add more vans to meet growing 
demand. 

Three years later 91 vans, including 12 privately 
owned vans, were in operation and carried more than 10 
percent of the employees. A survey found that 49 percent 
of the van poolers were former automobile drivers and 
50 percent were former car poolers. Overall, 80 per-
cent considered van pooling more convenient than their 
previous mode (4). A little-noticed part of the 3M pro-
gram was the increase from 1000 to 2000 in the number 
of car poolers. As a result, the number of vehicles ar-
riving at the corporate headquarters actually declined, 
although employment increased 23 percent, to more than 
9000 employees. The reduced demand for new parking 
facilities saved 3M more than $2.5 million. 

The Continental Oil Company (CONOCO) in Houston 
recognized the severity of the long-term oil shortage and 
decided to assist their employees in establishing com-
muter car and van pools in March 1975. Starting with 
25 percent of the 1450 Houston employees in car pools, 
the company set a goal of 65 percent in pools. Within a 
year, the pooling population had increased to 16 percent 
in van pools and 36 percent in car pools. Van pooling is 
becoming so popular at CONOCO that employees now ask 
before buying a house, "Does a van serve this develop-
ment ? " Realtors are also using the availability of van 
srvice as a selling point. 

Recognizing an excellent concept, the management of 
CONOCO decided to expand van pooling to as many 
CONOCO sites throughout the nation as possible. After 
corporate policy and administrative systems were es-
tablished for the first site, it was relatively easy to ex-
pand to new sites. A number of minor changes, were 
necessary to comply with some state regulations. In one 
state, the driver was not allowed to pocket the extra 
fare, so a revised fare and incentive scheme was devel-
oped. The driver continues to ride free, has use of the 
van in the evenings and weekends, and is required to 
accept all riders within a reasonable time and distance 
variance. The fare is based on a minimum of eight fares 
equivalent to a given monthly rate. If, for example, the 
van is full with 12 people including the driver, the paying 
riders would divide the monthly rate by 11, thus automat-
ically reducing each fare. By the middle of 1976, 
CONOCO had vans in five states with sites in other states 
under development. The nation's smallest known corpo-
rate van-pooling site is an oil field that has 12 employees 
and one van. 

INSTITUTIONAL ISSUES 

A myriad of institutional obstacles have beset all forms 
of commuter ride sharing for years. These institutional 
barriers emerged when public policy was based on past 
rather than current needs. The growth of low-density 
suburbs, industrial and office parks, shopping malls, and 
satellite communities alter World War II presents demand 
patterns that are vastly different from those of 30 years 
ago. As travel patterns become more dispersed, the 
need for flexible, ubiquitous commuter service emerges. 
With these changes in living patterns, the commuter 
simply took the path of least resistance and drove alone. 

If the nation hopes to encourage massive commuter 
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pooling, regulations must be modernized and the question 
of legality, which tends to suppress innovation, must be 
resolved. Simple solutions must be found to such ques-
tions as: 

What can a car-pool or van-pool driver charge a rider 
without risking loss of insurance? 

Are transportation brokers legal? 
How does a citizens' group readily obtain commuter 

bus service? 
What is a legal car pool? 

Fortunately, a precedent has been established for 
updating laws and working toward a systematic resolu-
tion of institutional issues that affect ride sharing. For 
example, states have passed new laws that classify van 
pools as car pools, which permits churches to donate 
parking facilities for park-and-ride lots without risking 
their tax-exempt status, and laws that require parking 
garages to provide the height needed for commuter vans. 

Concerned citizens in many states will not charge a 
pool rider because they believe it is illegal or their in-
surance will be voided. In many states, car-pool drivers 
are restricted to sharing driving responsibilities or, if 
fares are collected, to sharing such operating costs as 
gasoline, parking, and tolls. Such regulations clearly 
act as economic disincentives to car pooling if the driver 
wants to be fully insured while carrying paying passen-
gers. For example, the total out-of-pocket costs for a 
typical round trip of 32 km (20 miles) to work in a car 
that gets 4.2 km/L (10 miles/gal) would be approximately 
$ 1.70-7.6 L (2 gal) of gasoline costing $1.30, $0.02 for 
each 1.6 km (1 mile) for tires and oil, and no parking 
fee, since 90 percent of commuters park free. Splitting 
the $1.70 among five people per week yields $0. 17/trip, 
which is not worth collecting at today's prices. How-
ever, if you charged $0.50/trip, which is comparable 
to the transit fare, you would be operating illegally and 
would run the risk of voiding your insurance, a risk not 
worth taking. 

In some states, simply sharing driving responsibil-
ities may put the driver in a precarious position in re-
gard to liability. Where guest statutes are in effect, 
car-pool riders may be considered paying passengers 
rather than guests, which significantly increases the 
liability of the driver. Where the guest statute applies, 
a person injured while riding in an automobile cannot 
recover from the driver unless the driver's conduct 
amounted to willful and wanton misconduct. Where the 
protection of the guest statute is removed, the driver 
may be sued for injuries to the passenger that arise out 
of simple negligence. In Ohio, sharing driving respon-
sibilities has been viewed as compensation, which re-
moves the guest statute protection. Where the protection 
of the guest statute is removed, automobile insurance 
coverage may be affected, depending of course on its 
particular provisions. When car poolers are uncertain 
on such legal issues, they will simply avoid getting 
involved. 

The emergence of van pools requires a greater de-
gree of formal organization, and the exchange of money 
magnifies the problem addressed under car pools. Van 
pools raise the additional question of driver compensa-
tion, insurance costs (which are largely dependent on the 
way the van is classified), and public utilities commis-
sion regulations. 

Driver compensation became an issue when it was 
questioned by a prospective van-pool employer. The 
employees were to drive commuter vans owned by their 
employer under a voluntary van-pooling program. The 
question arose as to whether the time spent driving 
would be considered compensable hours of work under  

the provisions of the Fair Labor Standards Act. This 
issue was resolved in an opinion issued by the Wage and 
Hour Division of the U.S. Department of Labor: "The 
time spent by employees driving the commuter vans 
would not constitute compensable hours of work within 
the meaning of the act." 

The cost of van-pool insurance is dependent on whether 
the van-pool or car-pool vehicle is classified as a for-
hire vehicle or a private carrier. Privately owned vans 
can obtain insurance for about $500/year; other groups 
have had to pay $1400/year. This difference can easily 
mean an increase in the fare of nearly $10/month/ 
person. In general, the for-hire carriers have virtually 
unlimited liability, while a private carrier such as the 
private automobile is generally required to be liable for 
damage done to occupants of another vehicle and for the 
occupants of the insured vehicle where guest statutes are 
not in effect. This seemingly minor difference can have 
a substantial impact on the cost of insurance settle-
ments; hence the difference in the cost of insurance. 
Fortunately, the major van-pooling employers are either 
self -insuring or can add, at reasonable cost, van-pool 
clauses to their multimillion dollar corporate insurance 
policies. This is not true with smaller organizations. 

As a result of Minnesota legislation passed April 9, 
1976, commuter vans are no longer to be treated as 
commercial vehicles under the Minnesota no-fault law 
but rather as private passenger automobiles. This means 
the passengers in a commuter van who otherwise have 
automobile insurance will initially seek damages from 
their own insurance company in the event of an accident, 
and only if they pass the no-fault threshold of $2000 can 
they seek damages from insurance on the van. Insurance 
on the commuter van will continue to provide primary 
coverage for the driver and any passengers who do not 
have automobile insurance. The net effect of this change 
should be to lower the annual premium on the van in-
surance, since the initial coverage on most passengers 
will be spread over the regular automobile policies 
covering the passengers rather than rest entirely on 
the van insurance. 

In early 1975, the California Public Utilities Commis-
sion ruled that a privately owned van pool was an illegal 
bus line. The commission also set up new guidelines 
that stated that vans could operate as car pools with a 
maximum of nine seats and permitted only proportionate 
sharing of out-of-pocket expenses between driver and 
passengers. To overcome these guidelines, new legisla-
tion was passed that excludes vans from economic reg-
ulation as a bus line provided the vehicle has fewer than 
15 passenger seats and the driver is on the way to or 
from his place of employment. By May 1976, Tennes-
see, Washington, Connecticut, Maryland, Virginia, and 
Minnesota made similar changes in their laws. 

In Minnesota, commuter vans are exempted from reg-
ulation by the Public Service Commission. In addition, 
the driver or owners of a commuter van are not held to 
the standard of care applicable to common carriers or to 
the ordinances or regulations that relate exclusively to 
the regulation of drivers or owners of automobiles for 
hire (taxis) or other common carriers. Commuter vans 
remain subject to motor vehicle regulations such as those 
that require a separate written and driver's test for a 
chauffeur's license. 

At present, adequate private capital to promote and 
capitalize on commuter ride sharing may be severely af-
fected by regulations that limit legal operations. Addi-
tional related issues that are beyond the scope of this 
paper center on workman's compensation, insurance, 
comparable federal-interstate questions of regulation of 
van pooling, tax treatment of driver compensation in 
kind, driver liability, classification of commuter ser- 
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vices, zoning regulations that require a minimum num-
ber of parking spaces per employee, and relatively free 
entry and exit opportunities for transit authorities and 
private operators. If the nation is sincere about sub-
stantially reducing commuter VKT, new policies that 
allow all modes to best serve the markets they are best 
suited for are a must. 
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Regulating and Insuring 
Prearranged Ride Sharing 

James P. Womack, Center for Transportation Studies, Massachusetts Institute of Technology 

This paper attempts (a) to describe the range of ap-
proaches to regulating and insuring prearranged ride 
sharing, (b) to summarize the arguments that have been 
put forward on behalf of various approaches, and (c) to 
discover which approaches are actually being adopted at 
the state level, where most of the decisions on regula-
tory practice are made. Because our exploration neces-
sarily leads through the semantic briar patch of state 
regulatory statutes and regulatory agency rules, it is 
essential to develop clear definitions of the ride-sharing 
modes we wish to study. 

By "prearranged ride sharing" I mean transportation 
arrangements in which (a) ridership is by advance res-
ervation, (b) the same group of riders travels together 
on a continuing basis, and (c) routes are tallored to ac-
commodate rider needs. The arrangements that fall under 
this broad heading are commonly called car pools, van 
pools, and subscription buses. However, to discover 
how these modes fare under state statutes written long 
before they were conceived, we need to be considerably 
more precise, and I have found it useful to classify ride-
sharing arrangements in terms of four key characteris-
tics: 

The relationship between the owner of the vehicle 
and the riders, i.e., the vehicle may be owned by one of 
the riders, by the employer of all or most of the riders, 
or by a third party— a nonprofit corporation, a for-
profit corporation, or a government agency (other than 
the employer of the riders); 

The nature of compensation, if any, received by 
the vehicle owner, i.e., less than the costs or none, 
exact cost compensation, or cost compensation plus a 
profit; 

The nature of compensation, if any, received by 
the driver, i.e., (a) none (other than a proportional re-
duction in commuting costs equal to that of the other 
riders), (b) a free trip to work, use of the vehicle on 
nights and weekends, 'and (possibly) retention of fares  

beyond a certain number, or (c) a cash wage as an em-
ployee of the vehicle owner; and 

The size of the vehicle, i.e., automobile, van, or 
bus. 

An enormous number of ride-sharing arrangements 
are possible (135, in fact, since the first characteristic 
allows 5 possibilities and the other three characteristics 
offer 3 possibilities each), andlhave necessarily con-
centrated on the regulatory status of those arrangements 
that are most frequently attempted. However, I have 
tried to identify, those characteristics that are of key 
significance to regulators and insurers so that the reader 
may make a reasonable judgment of the status of arrange-
ments other than those specifically discussed. Six ar-
rangements will be considered here. 

Compensation car pool: (a) The vehicle is owned 
by one or more of the riders, (b) the pool members com-
pensate other members for the cost of providing the ve-
hicles either by supplying vehicles on alternate days or 
by cash payments, (c) the driver receives no compensa-
tion other than a proportional reduction in commuting 
costs equal to that received by the other riders, and (d) 
the vehicle is a passenger automobile. 

Employer van pool: (a) The vehicle is owned by the 
employer of all the riders; (b) the employer is compen-
sated by pool members for the costs of vehicle owner-
ship and operation and for program administration; (c) 
the driver is one of the commuting employees and re-
ceives compensation in exemption from paying the fare, 
use of the vehicle nights and weekends, and retention of 
the fares paid by additional riders above a specified 
number; and (d) the vehicle is a 9- to 15-passenger van. 

Nonprofit van pool: (a) The vehicle is owned by a 
nonprofit corporation and leased to a group of work-trip 
commuters and (b), (c), and. (d) are the, same as for 
employer van pool. 

Government van pool: (a) The vehicle is owned by 
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Table 1. Options for the exercise of regulatory power. 

No Regulation 	Partial Regulation 
	

Total Regulation 
Regulated 
Characteristic 
	

Option 1 	Option 2 	Option 3 	Option 4 	Option 5 	Option 6 

Safety X 	 X 	 X X X 
Insurance X 	 X 	 X X X 
Entry X 	 X X X 
Fares X X X 
Service X X X 
Intermodal 

coordination X X 
All classes of 

service and 
riders X X 

a government agency and leased to a group of work-trip 
commuters and (b), (C), and (d) are the same as for em-
ployer van pool. 

For-profit van pool: (a) The vehicle is owned by 
a private for-profit corporation (other than the employer 
of the riders) and is leased to a group of work-trip 
commuters, (b) the corporation seeks to recover full 
costs and hopes to earn a profit as well, and (c) and (d) 
are the same as for employer van pool. 

Subscription bus: (a) The vehicle is owned and 
operated by a private for-profit corporation (other than 
the employer of the riders), (b) the owner seeks full 
compensation for his costs and hopes to earn a profit 
as well, (c) the driver is an employee of the owner and 
receives a cash wage (but the driver may be a work-trip 
commuter), and (d) the vehicle is a bus. 

APPROACHES TO REGULATION 

With these definitions in mind, let us consider the range 
of possible regulatory approaches. In listing these I 
will not be constrained by what present statutes permit 
but rather will attempt to include all the possibilities 
that might reasonably be considered if the regulatory 
slate were clean. At one extreme is the complete ab-
sence of regulation. In this circumstance car pools, 
van pools, and subscription buses could operate subject 
only to those safety and insurance requirements that 
must be met by all motor vehicles. At the other ex-
treme is what might be termed total regulation, which 
would involve the extension of the present regulation of 
fixed-route common carriers to include all types of 
ride sharing. Under this arrangement, a state public 
utilities commission (PUC) would promulgate safety and 
insurance requirements, devise guidelines for market 
entry, evaluate fare levels, and approve service 
changes. Because the agency would also supervise com-
peting conventional fixed-route carriers it would have 
some of the functions of a multimodal transportation 
planning agency. In between these extremes are numer-
ous possibilities for partial regulation, as illustrated in 
Table 1. For example, the PUC could limit its interest 
in shared-ride modes to safety and insurance require-
ments (option 2), or it could exercise a full range of 
regulatory powers but limit its concern to services that 
use certain types of vehicles or carry certain classes 
of passengers (option 4). Option 5 would create an inde-
pendent ride-sharing regulatory agency that would medi-
ate between ride-sharing providers and consumers with-
out specific reference to the interests of competing 
modes. Brief study of this table indicates that many 
other options exist, and we will find examples in our 
review of regulatory practice in a cross section of the 
states. 

ARGUMENTS FOR AND AGAINST 
REGULATION 

Traditional arguments that support regulation of trans-
portation providers emphasize two relationships in which 
state intervention may be warranted to protect the pub-
lic. One is the relationship between the consumer and 
the provider of transportation services. It is argued that 
the state must in some instances protect the consumer 
from (a) unsafe vehicles and operating practices, (b) 
uninsured or underinsured operators, (c) unreasonable 
or discriminatory fares (due in theory to monopolistic 
conditions but in practice often involving questions of 
cross-subsidization), and (d) undependable or discrimi-
natory service (again, theoretically the result of monop-
olistic practices but often actually a cross-subsidy or 
subsidy issue). The second relationship is that between 
competing providers of transportation services who, it 
is argued, will often need governmental supervision to 
avoid destructive competition through price wars.or 
cream skimming. Government supervision in this in-
stance, of course, is ultimately justified by protection 
of the consumer since it is argued that these practices 
usually lead to the monopolistic conditions mentioned 
above. 

It is interesting that in current discussions of ride-
sharing regulation the former relationship has hardly 
been mentioned. Apparently the common perception is 
that most ride sharers are former automobile drivers 
who have a ready alternative in the event that providers 
fail to deliver on their promises. Also, because most 
ride sharers have a personal relationship with their fel-
low riders and with the ride-sharing provider—who is 
likely to be an employer or friend—it is not a matter of 
an isolated individual facing a large impersonal organi-
zation. Consequently there is at the moment little  ex-
pressed interest in government intervention to protect 
the consumer. 

In contrast, a great deal of attention has been focused 
on the relationship between ride -sharing providers and 
conventional fixed-route operators. The argument has 
centered on the conditions of market entry for ride - 
sharing services. I shall briefly summarize what I 
believe are the major arguments for and against govern-
ment intervention in this relationship. 

The advocates of regulation have generally been con-
ventional fixed-route operators, both public and private, 
and the state regulatory commissions. They have argued 
that regulation is needed to control the entry of ride-
sharing providers into markets that are currently served 
by conventional carriers. Such entry, it is argued, will 
often serve to undermine the financial health of the con-
ventional operation. For example, if a conventional 
carrier serves a given corridor and a subscription bus 
lures away half of the present riders, the carrier must 
either reduce the level of service for the remaining 
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riders, raise their fares, or obtain a subsidy. While 
the subscription bus patrons may be better off, either 
the remaining patrons of the conventional service or the 
subsidy-paying public will be worse off. Because, as 
the argument continues, conventional service at some 
level will have to be provided for those who are unable 
to drive themselves or find a ride-sharing alternative, 
conventional service should be protected from encroach-
ment if it is not to become too expensive fOr the public 
to afford. An interesting case in point is that of the pri-
vate fixed-route operator in Atlanta who recently pro-
tested introduction of van-pool service on the ground that 
some fixed-route riders would be lured away (with a 
consequent increase in operating losses) but that not 
enough riders would be diverted to justify abandonment 
of the service under the current abandonment criteria 
of the Georgia Public Service Commission (Psc). 

As a practical matter to insure that regulators are 
able to perform their function adequately, advocates of 
regulation have generally favored regulatory examination 
of all proposed shared-ride arrangements with pro 
forma regulation of services that are not in conflict with 
conventional operations. Actually, at present neither 
conventional operators nor regulatory commissions are 
advocating regulation of cash-compensation car pools. 
It is unclear, however, whether they feel such regula-
tion is unnecessary or simply recognize that it is a 
practical impossibility. 

Advocates of unregulated ride sharing argue that con-
ventional operators have no claim to protection and that 
a cost/benefit analysis would show that the public is 
usually better off when ride sharing is used to eliminate 
highly unprofitable routes. While a few members 
of the public will be hurt by reductions in conventional 
service, they continue, these losses must be compared 
with the considerably better service received by those 
attracted to ride sharing. Also, they argue, there are 
limits on what the deficit-paying public can afford and on 
what the traveler has a right to expect, particularly when 
making a locational decision. These advocates note that 
private operators are alert to these possibilities, while 
public providers usually resist service reductions no 
matter how unprofitable the service. They trace these 
differing attitudes not to a different degree of sensitivity 
to the public interest but to the incentive structures of 
the respective managements—the former to make a 
profit and the latter to expand the size of the organization 
and to politically buttress claims to public subsidies by 
providing service to as many people and geographic 
areas as possible. They point, for example, to an offer 
by the Southern Pacific Railroad in 1976 to give away 
1000 vans to its rail commuters in San Francisco who 
would agree to form van pools. The carrier hoped that 
enough commuters would be diverted that the California 
PUC would permit the railroad to discontinue its deficit-
ridden commuter operations. 

A second argument against regulation is that regula-
tory bodies have a very poor record of coordinating 
competitors or of protecting the public. Proponents of 
this view point to what they maintain is a long history of 
capture of regulators by the parties they supposedly 
regulate. They argue that in the short run the conven-
tional providers will dominate the regulatory process, 
with the result that ride sharing will be excluded where 
there is even the slightest possibility of conflict with 
conventional service. As evidence they cite a 1975 case, 
in Maryland in which the conventional transit operator 
in Baltimore convinced the Maryland PSC to deny per-
mits for van-pool operation even after the operator pro-
vided names and addresses of potential riders to show 
that none was at present a transit rider. In the longer 
run, if ride sharing should somehow gain a foothold  

despite the opposition of these captured regulators, large 
corporate or public ride-sharing providers might capture 
the process and use regulation to suppress competing 
ride-sharing modes or conventional services. 

In any case, the argument continues, regulatory his-
tory gives little hope that the consumer will receive sig-
nificant protections, since the process of regulation is 
too tedious and the payoff for the individual too small to 
attract the continued supervision of the average citizen. 
The process will therefore be dominated by those cor-
porations or public organizations that have the most di-
rect stake in the outcome. This argument holds that the 
best way to coordinate the transportation system is to 
encourage provision of the widest range of choices and 
let the consumer determine the best mix, particularly 
since there are no significant economies of scale or 
inherent monopolies in the economic structure of the 
competing modes. 

A third argument advanced by those who oppose regu-
lation is that in the great majority of cases there will be 
no conflict between ride sharing and fixed-route service 
because the former appeals to long commuting trips while 
the latter appeals to short commutes and other types of 
trips. However, the argument proceeds, regulators love 
to regulate and, indeed, find it in their organizational 
interest to increase their scope of operations. Paper-
work and highly onerous reporting requirements can be 
expected to grow even in cases in which all parties agree 
there is no conflict with other modes. These require-
ments will be particularly troublesome for the majority 
of ride-sharing providers, who are either individuals or 
employers who are not primarily in the transportation 
business. For example, in Tennessee the PUC insisted 
(before recent legislation removed the agency from the 
picture) that van-pool drivers in Knoxville travel all the 
way to Nashville (to the PUC office) to register their vans 
in person, even though no conventional providers were 
protesting the proposed service. In several other states, 
regulatory commissions are insisting that van-pool op-
erators file tariffs and financial statements although they 
disavow any intention to evaluate van-pool fares. 

These arguments for and against, of course, represent 
the extremes, and there are many positions in between—
not regulating services that use vans or smaller vehicles 
or regulating only services that operate in certain cor-
ridors in which conventional fixed-route service is to be 
emphasized. 

RIDE-SHARING REGULATION IN A 
CROSS SECTION OF THE STATES 

In fall 1975, the New Perspectives on Urban Transporta-
tion Project, in cooperation with the U.S. Department of 
Transportation and the Federal Energy Administration 
(FEA), undertook a survey of the regulatory and insur-
ance status of car pools, van pools, and subscription 
buses in 12 states. The survey was based on a question-
naire prepared by the New Perspectives Project staff and 
sent to one or two people in each of the 12 states who 
were knowledgable about ride sharing. This report is 
based on the material collected in that survey, supple - 
mented by information gained from additional inquiries 
to make the material current to July 1976. 

The 12 survey states were chosen to present a cross 
section. In some, no ride sharing beyond car pools has 
been attempted, and many regulatory questions have not 
been addressed. In others, the regulatory climate has 
proved restrictive. In still others, either the climate 
has been favorable or statutes have been amended in the 
direction of greater freedom for ride sharing. These 
latter states are, of course, the most interesting to our 
purpose, and we will be careful to trace the development 



Table 2. Requirements for certification as a common carrier. 

State Filing Fee Time 
Insurance or 
Surety Bond 

Financial 
Reporting 

Special 
Taxes 

Safety 
Equipment 

Arizona $50 for certificate 3 months (avg) Bond of $25 to Monthly 2.25 percent of gross Yes 
and $ 5/vehicle $ 5000 receipts 

California $75 3 months minimum; 100/350/50 for vans; Yes None Yes 
up to 6 months 100/700/50 for 
when contested full-sized buses 

Colorado $35 for certificate 2 to 3 months; Yes Yes Yes Yes 
and $5/vehicle longer when 

contested 
Florida $500 for certificate ito 3 months Yes Yes $25/year for vans seating Yes 

up to 12; $50 for buses 
seating 13 to 25; $100 
for larger buses 

Georgia $35for certificate 1 month; longer Yes Quarterly $25/vehicle/year Yes 
and $5/vehicle when contested 

Massachusetts $10 for state permits; ito 3 months Yes Yes No Yes 
no more than $10 
for local permit 

Minnesota - 3 months; longer Yes Yes - Yes 
when contested 

Ohio - 4 months Yes Yes $4/passenger-seat/year Yes 

Oregon $150 for certificate 2 months 10/20/10 Monthly or $0.99/45 kg (100 Ib) of Yes 
and $ 5/vehicle quarterly vehicle mass 

Pennsylvania - 3 to 5 months 25/150/10 for vans; Yes _b Yes 
25/300/10 for full- 
sized buses 

Tennessee $50 for certificate Several months 25/200/10 for cars; Annually - Yes 
and $5/vehicle 25/400/10 for 

buse 
Virginia $50 for certificate - Yes Yes 1 percent of the vehicles Yes 

value (rolling stock tax) 

'The required liability insurance coverage is enpressed in terms of thousands of dollars per person/per accident/property damage 
'No information was obtained. 
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of new regulatory approaches to ride sharing that might 
be adopted elsewhere. 

Regulating ride-sharing arrangements as if they were 
provided by common carriers can be a significant imped-
iment to their widespread implementation in two ways. 
First, the specific requirements —including application 
fees, common-carrier insurance, financial reporting, 
special taxes, and vehicle safety equipment—can greatly 
increase the total costs of operation. Table 2 lists the 
requirements in each of the 12 states. Second, common-
carrier certification may be denied to an applicant or 
the scope of operations may be severely restricted if 
there are other conventional carriers already certified 
to serve an area and claiming to offer adequate service. 
This is particularly a problem when these carriers main-
tain that conventional fixed-route service is an adequate 
substitute for tailored-route ride sharing. The following 
discussion of the regulatory situation in regard to each 
of these impediments in each state will pay particular 
attention to recent actions that may provide a more fa-
vorable regulatory context for ride sharing. 

Arizona 

A common carrier (or common motor carrier of passen-
gers) in Arizona is "any person engaged in the transpor-
tation on any public highway by motor vehicle of pas-
sengers for compensation as a common carrier" [Ari-
zona Revised Statutes (ARS) 40-601 (4)]. Note that the 
determinants of common-carrier status are receipt of 
compensation by the operator and an offer of service to 
the public at large as a common carrier. A similar con-
cept is that of the contract carrier, which is defined as 
"any person engaged in the transportation on any public 
highway by motor vehicle of passengers for compensa-
tion, and not included in the term common... carrier" 
[ABS 40-601(6)]. In this case the only criterion is 
receipt of compensation. Compensation is not defined 
but has consistently been interpreted by the Arizona 
Corporation Commission (ACC) as any compensation of 

any sort received by the operator regardless of the 
amount or whether a profit was intended. 

The Arizona statutes, which are similar to those in 
many other states, therefore classify all six of our ar-
rangements as common or contract carriers, since com-
pensation is involved in each. The contract-carrier 
requirements for certification are substantially the same 
as for common carriers, and in either case the operator 
must obtain a certificate of convenience and necessity 
from the ACC. The necessary steps are outlined in 
Table 2. 

Because Arizona (like most states) is monopolistic 
by statute, certification will generally not be granted to. 
an operator unless any prior operator in the area is un-
able or unwilling to offer the service in question. This 
problem becomes particularly troublesome when the ex-
isting carrier offers only fixed-route conventional bus 
service and maintains that this is an exact substitute for 
van-pool or subscription bus service. A van-pool opera-
tor might not be certified even though the conventional 
service would not attract the market segment that would 
be attracted to van-pool or other tailored-route, door-to-
door services. 

Once an arrangement is classified as that of a common 
carrier it faces another barrier in that insurance will be 
more costly because common carriers are held to more 
stringent standards of negligence; it is much easier to 
recover damages from a common carrier than from an 
individual. This issue will be further discussed below. 
In the past, the ACC has informally exempted car pools 
that use automobiles from common-carrier classifica-
tion, and in 1974 ABS 40-6 01 was amended to broaden this 
exemption to include car-pool operators and carriers of 
employees: 

"Carpool operator" means any natural person when engaged either regu-
larly or occasionally in carrying one or more other persons by motor ve-
hicle on any public highway, with or without compensation but not for 
profit, provided that the carriage of such other person or persons is inci-
dental to another purpose of the carpool operator. A carpool operator 
shall be conclusively presumed not to be carrying persons for profit if 
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(a) he receives compensation not exceeding twenty cents per mile for 
total miles traveled, provided that the proportionate share of the carpool 
operator shall be included in such amount, or (b) he carries one or more 
of his passengers in consideration of his being carried in like situations by 
such passenger or passengers. The receipt of compensation in excess of 
twenty cents per mile for total vehicle miles traveled shall not preclude a 
carpool operator from showing that such compensation does not result in 
a profit to him or that such operator did not intend that a profit result. 
Such carriage shall be deemed incidental to another purpose of the car-
pool operator if, except in unusual circumstances, such operator is not 
making the trip solely for the purpose of carrying a passenger or passen-
gers EARS 40-601(1)1. 

"Carrier of employees" means any person, or any group of persons acting 
as a Joint venture, when engaged either regularly or occasionally in carry-
ing one or more of such person's employees to or from their place of em-
ployment and their place of residence or other designated collection and 
delivery point, with or without compensation but not for profit. The 
term carrier of employees does not include any person having a relation-
ship of independent contractor with an employer for the purpose of carry-
ing his employees [ARS 40-601(2)]. 

A car-pool operator or a carrier of employees is "con-
clusively presumed not to be either a common motor 
carrier of passengers or a contract motor carrier of 
passengers." This change in the statutes has the effect 
of deregulating car pools, no matter the size of the ve-
hicle as long as the operator does not recover a profit, 
and employer van pools, whatever the size of the vehi-
cle. Subscription buses are still common carriers, and 
nonprofit, for-profit, and government van pools would 
be classed either as common or contract carriers. 

California 

Prior to 1975 a common carrier (or passenger stage 
corporation) was defined to include "every corporation 
or person engaged as a common carrier, for compensa-
tion, in the ownership, control, operation, or manage-
ment of any passenger stage over any public highway... 
between fixed termini or over a regular route" (Cali-
fornia Public Utilities Code, section 226). 

All common carriers were required to obtain a cer-
tificate of convenience and necessity from the California 
PUC. The effect was to subject all six of our arrange-
ments to PUC regulation. That the PUC's interpretation 
of compensation extended even to many compensation car 
pools was made clear by the decision in the case of 
Zappitelli v. Southern California Commuter Bus in 
April 1975. Zappitelli had bought a 12-passenger van 
and was transporting herself and 11 fellow workers from 
the suburban community where most lived to a work 
site some distance away. Zappitelli received compensa-
tion from the riders sufficient to cover all costs of ve-
hicle operation, including repairs and depreciation, but 
did not expect and was not making a profit. The PUC 
niled that 

The payment of the common expenses of driving to and from work may 
be reimbursable in a traditional carpool (as the alternate use of vehicles 
without compensation is the equivalent of a common expense-sharing 
concept), as well as in the comparatively new vanpool, and still avoid 
commission regulation. Such cost items, for example, are gasoline, park-
ing fees, repairs, and tolls. Expenses associated with motor vehicle op-
eration, which cannot be easily and directly ascertained, are not direct 
costs and should not be allowed as reimbursement, - - .The net effect of 
allowing depreciation -. and maintenance expenses not attributable to 
pooling would be not less than to partly finance the purchase of a vehi-
cle for the owner. . .This is clearly not reimbursement, and thus not car-
pooling in our view (Zappitelli v. Southern California Commuter Bus, 
April 15, 1975, pp.  12-13). 

Because it was felt that the compensation rules 
spelled out in this case were so restrictive that many 
car pools and most van pools would fall to meet them,  

the California Department of Transportation drafted an 
amendment to section 226 of the PUC code to exclude 
"the transportation of persons in a passenger vehicle 
having a seating capacity of 15 passengers or less from 
place of residence to place of employment, if the driver 
himself is on the way to or from his place of employ-
ment." This amendment, which became law in September 
1975, has the effect of exempting from PUC regulation 
all car pools, employer van pools, for-profit van pools, 
nonprofit van pools, and government van pools that use 
vehicles that seat 15 or fewer. Subscription buses would 
also be exempt to the extent that the driver is a work-
trip commuter and a small vehicle is used. 

Colorado 

In Colorado a common carrier (or a motor vehicle car- 
rier) is defined as: 	- 

... [any] person. . owning, controlling, operating, or managing any 
motor vehicle used in serving the public in the business of the transporta-
tion of persons or property for compensation as a common carrier over 
any public highway between fixed points or over established routes, or 
otherwise. - - - 

The fact that any such person carries on his operations either in whole 
or in part between substantially fixed points or over established routes, 
or under contracts with more than one person, or by making repeated or 
periodical trips shall be prima facie evidence that such person is a motor 
vehicle carrier [Colorado Revised Statutes (CRS) 40-10-10(4)1. 

Although the term compensation is not defined for 
motor vehicle carriers, it is defined with regard to the 
similar concept of contract motor carriers: "'Compen-
sation' means money or property of value charged or 
received .., whether directly or indirectly, as compen-
sation for the service rendered of transportation over 
any of the public highways of Colorado in motor vehicles 
by a contract carrier by motor vehicle any person, prop-
erty, article, or thing" [CR8 40-11-101(2)]. Such con-
tract carriers are held to be identical to motor vehicle 
carriers except that they transport persons by special 
contract [CRS 40-11-101(3)]. Both types of carriers 
must obtain permission to operate from the Colorado 
PUC through a substantially identical process. 

The PUC has made no effort to assert authority over 
car pools even though any sort of compensation would 
technically make them subject .to regulation. Subscrip-
tion buses, on the other hand, would be considered com-
mon carriers by the PUC, as would all types of van 
pools. No subscription buses are known to be operating 
at present, but the case of the one functioning van-pool 
program illustrates the problems common-carrier cer-
tification may cause. 

Statitrol Corporation, located in Lakewood, a suburb 
of Denver, began van pooling in July 1976. The vans 
are certified as common carriers by the Colorado PUC 
and are allowed to operate anywhere in the four-county 
Denver metropolitan area provided that they carry only 
Statitrol employees. Statitrol obtained its common-
carrier permit in 1973 after a public hearing at which 
there were no objections from established common car-
riers or the Denver Regional Transportation District 
(RTD). However, neither the RTD nor any other common 
carrier offers service to Statitrol's far suburban loca-
tions, and the Statitrol case does not establish a precedent 
for van-pooling requests in areas in which other common 
carriers or the RTD is offering service. In Maryland 
and Georgia, this situation has been found to be the real 
test of whether common-carrier regulation will signifi-
cantly hinder van pooling. We will consider this problem 
further in our discussion of the Georgia case. 

While Statitrol officials report that the filing fee and 
the hearing process were a minor inconvenience and 



109 

that the common-carrier certification requirements 
themselves have not been a major barrier to van pool-
ing, a side effect of certification—the availability of 
insurance—looms as a major obstacle to the financial 
workability of van pooling. When Statitrol sought in-
surance for the vans, insurers stated that because of the 
vans' common-carrier status they could only be insured 
as commercialbuseS. Statitrol is therefore paying a stag-
gering $ 1465/van/year (1976) for liability coverage of 
$250 000/person, $500 000/accident, and $100 000for 
property damage, with $100 deductible collision and corn - 
prehensive coverage. This high premium is not due to the 
high level of coverage but to classification as a commercial 
bus. Evidence will be presented below that coverage for 
non -common -carrier vans that operate in an identical 
fashion is available in other states for roughly one-third 
the cost. 

Florida 

A common carrier (motor carrier) is defined in Florida 
as any person "owning, controlling, operating, or man-
aging any motor-propelled vehicle.., used in the busi-
ness of transporting persons of property for compensa-
tion over any public highway" [Florida Revised Statutes 
(FRS) 323.01(7)]. Compensation is defined as "a return 
in money or in property or in anything of value" [FRS 
323.01(11)1. An arrangement related to that of the mo-
tor carrier is that of the private contract carrier, de-
fined as "any motor carrier engaged in the transporta-
tion of persons or property over the public highways of 
this state who is not a common carrier but transports 
such persons, or property, under contract for one or 
more persons for compensation over such highways, 
where such carriage consists of continuous or recurring 
carriage under the same contract" [FRS 323.01(8)]. 

Both arrangements require the same type of approval 
process by the Florida PSC. Although it is not clear at 
present how the PSC will deal with all of our arrange-
ments in practice, since only one type of van pool and 
no subscription buses have been attempted, it is clear 
that under the provisions of FRS 323.01 subscription 
buses, all types of van pools, and compensation car 
pools are either common or contract carriers. The PSC 
can exempt specific arrangements and appears to have 
done this in the case of compensation car pools, since it 
has made no attempt to enforce its regulations. In the 
case of employer van pools, the PSC has indicated that 
common-carrier certification will be necessary. 

There has been only one attempt to operate van pools 
in Florida—Chrysler Corporation at Cape Canaveral. 
Chrysler pursued regulatory questions to the point of 
determining that its van pools would be considered com-
mon carriers by the PSC. At this point Chrysler de-
cided not to proceed with the program because several 
months would have been required for certification and 
Chrysler employees at Cape Canaveral were involved in 
a short-term construction project. 

Georgia 

In Georgia a common motor carrier is defined as any 
person "owning, controlling, operating, or managing 
any motor-propelled vehicle ... used in the transporta-
tion of persons. .. for hire on the public highways.. . as 
a common carrier" (Georgia Code 68-601c). Common 
carriers must obtaln a certificate of convenience and 
necessity from the Georgia PSC. In Georgia common 
carriers that operate exclusively within a municipal area 
are exempt from state regulation but may be subject to 
local regulation. However, to date there have apparently 
been no attempts by municipal governments to assert 

their jurisdiction over ride sharing. 
Although the definition of common carriers cited above 

seems to have two criteria—whether the operator re-
ceives compensation and whether the operator offers 
service to the public as a common carrier —informal 
discussions with the Georgia PSC indicate that receipt 
of compensation is the most important consideration and 
that any arrangement in which any compensation is re-
ceived by the operator will be classed as a common car-
rier by the PSC. An informal policy exemption has been 
made for car pools that have seven or fewer members, 
but otherwise all of our arrangements would be classed 
as common carriers. 

The case of Modnar, Inc., a for-profit van-pool oper-
ator in the Atlanta area, is instructive of the difficulties 
that common-carrier certification may present for a 
ride-sharing provider. Modnar was organized to provide 
van-pool service between downtown Atlanta, Sandy 
Springs, and Peachtree City—a new town about 64 km (40 
miles) from downtown Atlanta. Modnar would purchase 
the vans and lease them to individuals who would be 
matched with other commuters through an advertising 
campalgn conducted by Modnar. The driver-lessee of 
the van would collect fares from the other riders suffi-
cient to pay the lease amount (which would include a 
profit for Modnar) with enough left over for the driver 
to compensate him or her for the time and effort involved 
in driving and maintaining the vehicle. 

When Modnar approached the PSC for certification, a 
number of certificate holders in the are a— specifically 
four over-the-road, fixed-route passenger haulers that 
provide limited commuter service and the Metropolitan 
Atlanta Regional Transit Authority (MARTA) —objected. 
Both groups maintained that existing service was adequate 
and that Modnar would be operating a cream-skimming 
operation that would threaten the economic health of the 
existing services. The PSC resolved this problem by 
limiting Modnar to the route between Peachtree City, 
Sandy Springs, and Atlanta and stipulating that no pas-
senger could be picked up and dropped off within the two-
county MARTA region. The PSC believed these restric-
tions were adequate to protect existing certificate 
holders. Modnar, however, wished to serve the entire 
Atlanta region and reapplied for an areawide certificate. 
MARTA again protested, as did the private certificate 
holders, butinearly 1976 the PSC granted Modnar an area-
wide certificate provided that (a) no passenger be pickedup 
and dropped off within the two-county MARTA region at 
the center of the area, (b) no passenger be carried less 
than 16 km (10 miles), and (c) no passenger be picked up 
or dropped off at the Atlanta airport. Modnar had also 
requested permission to rent the vehicles to other users 
during the day and on nights and weekends; this was 
denied. After the PSC hearing MARTA indicated that no 
future protests would be made unless the van pool was 
directly competing. 

Modnar has found that PSC certification has not been 
an unduly difficult process once it was determined that a 
certificate of some sort would be granted. The operator 
may run as many vans as the market demands on the one 
certificate, provided that a license is obtained for each 
new van ($5 for the common-carrier vehicle plate). A 
tariff must also be filed, but this procedure is purely 
pro forma since the PSC has informally stated that it will 
make no effort to evaluate fares. Modnar did not find it 
necessary to obtain legal counsel in presenting its case 
to the PSC, but it did find the certification process ex-
pensive in management time. However, the problems 
encountered are hardly such as to prevent any seriously 
interested party from establishing a van-pool program. 
For the longer run, the approach taken by the PSC may 
present two barriers to the full utilization of vans. 



110 

Prohibition of service within the two-county 
MARTA area limits the market for van pooling in the 
Atlanta area. This is unfortunate because vans can 
probably provide better service than conventional tran-
sit between many points within this area. 

Bringing van pools into the sphere of common-
carrier regulation means that conflicts may now arise 
between competing van -pool providers. The Georgia 
Code states that 

No certificate or authority shall be granted to an applicant proposing to 
operate over the route of any holder of a certificate or authority when 
the public convenience and necessity with respect to such route is being 
adequately served by such certificate or authority holder; and no certifi-
cate or authority shall be granted to an applicant proposing to operate 
over the route of any holder of a certificate or authority unless and until 
it shall be proved to the satisfaction of the commission that the service 
rendered by such certificate or authority holder over said route is inade-
quate to the public needs and, if the commissioner shall be of the opin-
ion that the service rendered by such certificate or authority holder over 
the said route is in any respect inadequate to the public need, such cer-
tificate or authority holder shall be given reasonable time and opportunity 
to remedy such inadequacy before any certificate or authority shall be 
granted to an applicant proposing to operate over such route (Georgia 
Code 68-609). 

While such monopolistic protections were originally in-
troduced to prevent two carriers from offering identical 
service over the same route to their mutual disadvan-
tage, the van-pool concept is sufficiently different that 
it seems unlikely that such protection is warranted. Un-
til a competing van-pool operator applies for certifica-
tion, of course, it will not be possible to judge how this 
provision will be applied. The PSC could resolve the 
problem by formulating a policy that all van-pool appli-
cations not protested by a conventional fixed-route car-
rier will be granted. 

Massachusetts 

In Massachusetts, "no person shall... operate any mo-
tor vehicle.., for carriage of passengers for hire.. . by 
indiscriminately receiving and discharging passengers 
along the route. . ., or for transporting passengers for 
hire as a business between fixed and regular termini, 
without first obtaining a license for such operation from 
the city council of such city or the selectmen of such 
town" (Massachusetts General Laws, chapter 159A, 
section 1). Section 7 of the same chapter further states 
that "no person shall operate a motor vehicle under a 
license issued as aforesaid unless he has also obtained 
from the Department of Public Utilities a certificate 
declaring that public convenience and necessity require 
such operation." Thus common carriers operate under 
a joint certification process in Massachusetts. 

The key provision of the statutes cited, for our pur-
poses, is "for hire as a business." This makes it rea-
sonably clear that subscription buses and for-profit van 
pools will be considered common carriers. It is equally 
clear that compensation car pools will not be subject to 
regulation. There had been some uncertainty about the 
status of employer van pools until June 1976, when the 
PUC informed Masspool (the car-pool and van-pool 
promotional program funded by the Federal Highway 
Administration) that commutation arrangements that 
meet the following requirements would not be subject to 
regulation: 

The vehicle must be owned by an employer and 
driven by an employee, 

The vehicle must be used primarily for employee 
commuting, 

The van-pool employee-driver may commute to 
and from work in the vehicle only once each day, and 

No one other than the van-pool employee-driver 
may receive the incentive of minor compensation for 
undertaking the additional effort of managing and driving 
the van pool. 

No government or nonprofit van pools have been at-
tempted to date and the attitude of the PUC toward these 
arrangements is unknown. 

Minne sota 

In Minnesota a regular-route common carrier is defined 
as "any person who holds himself out to the public as 
willing to undertake for hire to transport by motor ve-
hicle between fixed termini over a regular route upon the 
public highways passengers" (Minnesota Statutes 221.01). 
This statute makes it very likely that subscription buses 
will be considered common carriers subject to the cer-
tification requirements of the Minnesota PSC outlined in 
Table 2. The situation with respect to car pools is also 
reasonably clear, since compensation car pools are not 
regular-route carriers that hold themselves out to the 
public at large and therefore are not subject to certifica-
tion. 

The regulatory status of van pools under this statute 
is less clear. When the 3M Company undertook its van-
pool program in 1973, a request was made to the PSC for 
exemption from common-carrier regulation. The PSC 
responded that the 3M van pools constituted public trans-
portation but that the Minnesota Transit Commission 
Act transfers power over public transportation in 
the seven-county Minneapolis-St. Paul metropolitan 
area to the Twin Cities Area Metropolitan Transit Com-
mission (MTC). 3M was therefore instructed to seek a 
ruling from the MTC on the status of vans in the MTC 
area. The MTC responded by exempting the 3M vans on 
the ground that van pooling was not public transportation. 

Although the outcome in this instance was favorable 
to vans, the confusion exhibited by regulators as to the 
exact status of the mode indicated a need for a firmer 
legal base for van pooling. A court decision in 1975 that 
returned jurisdiction over "private public transporta-
tion" in the MTC area to the PSC and a proposal to es-
tablish a multiemployer van-pool program at several 
regional employment complexes accentuated this need. 
An amendment to Minnesota Statutes 221.001 (22) was 
therefore proposed that would exempt from PSC regula-
tion 

a motor vehicle, in Chapter 221 referred to as a "commuter van," having 
a seating capacity of seven to 16 persons which is used principally to pro-
vide prearranged transportation of persons for a fee to or from their place 
of employment or to or from a transit stop authorized by a local transit 
authority, which vehicle is to be operated by a person who does not drive 
the vehicle for his principal occupation but is driving it only to or from 
his principal place of employment, to or from a transit stop authorized 
by a local transit authority, or for personal use at other times by an 
authorized driver.. 

This amendment was adopted in April 1976, with the re-
sult that all four of our van-pool arrangements are ex-
empt from PSC regulation. Because the amendment 
defines commuter van in terms of vehicle size and 
whether driving the vehicle is a full-time job, subscrip-
tion buses will also be deregulated to the extent that a van is 
used and the driver is a work-trip commuter to another 
full-time job. 

Ohio 

In Ohio the PUC regulates as a common carrier "a mo-
tor transportation company, when engaged in the busi- 
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ness of carrying and transporting persons... for hire, 
in or by motor-propelled vehicles of any kind.., for the 
public in general, over any public street, road, or high-
way" [Ohio Revised Statutes 4905.03(3)]. Operation as 
a common carrier requires a certificate of convenience 
and necessity from the PUC. 

The PUC staff has informally stated that subscription 
buses are definitely subject to common-carrier regula-
tion, while compensation car pools and all van pools, 
except those operated for profit, are exempt. The sta-
tus of for-profit van pools is uncertain. The key to 
regulation in the PUC's view is whether the operator is 
in the business of hauling passengers for the purpose of 
making a profit, and it is unclear whether the PUC would 
consider that avan-pool lessor is in the business of hauling 
passengers (with clear intent to make a profit) or that 
the lessee-driver is in business. Whether the driver 
received compensation in addition to reduced commuting 
costs might be a key consideration, since this might be 
construed to be a profit. 

Oregon 

In Oregon a common carrier is 

(a) any person who transports for hire or who holds himself out to the 
public as willing to transport for hire, compensation, or consideration by 
motor vehicle, persons.. for those who may wish to employ him; or (b) 
any person who leases, rents, or otherwise provides a motor vehicle for 
the use of others and who in connection therewith in the regular course 
of business provides, procures, or arranges for, directly, indirectly, or by 
course of dealing, a driver or operator thereof [Oregon Revised Statutes 
(ORS) 767.005(3)]. 

A related concept is that of the contract carrier, de-
fined as 

any person who engages in transportation by motor vehicle of persons 
or property for compensation, other than transportation referred to in 
subsection (3) of this section [on common carriers] , under continuing 
contracts with one person or a limited number of persons either: 

For the furnishing of transportation services through the assignment 
of motor vehicles for a continuing period of time to the exclusive use of 
each person served; or 

For the furnishing of transportation services designed to meet the 
distinct and peculiar needs of each individual customer which are not 
normally provided by a common carrier [ORS 767.005(4)]. 

Both types of carriers must obtain certificates of 
convenience and necessity from the Oregon PUC. It 
would appear that subscription buses as defined are 
clearly subject to PUC regulation either as common or 
contract carriers. The status of compensation car pools 
is also reasonably clear because the PUC has indicated 
that it would not be concerned about the ordinary car-
p001 arrangement that uses a conventional passenger 
car. However, if some car-pool arrangement effec-
tively competes with certified carriers, the PUC would 
want to have a closer look. 

The status of van pools is less clear, as it is in most 
states in which no specific van-pool proposals have 
reached the PUC or PSC. In December 1975 the Oregon 
Department of Transportation requested an opinion from 
the Oregon Attorney General on the regulatory status of 
a van-pool arrangement in which the state purchased a 
12-passenger van and leased it to an employee of some 
private organization or state agency. The employee-
lessee would solicit riders among fellow employees and 
collect fares sufficient to cover his leasing costs plus 
perhaps some compensation in return for his time and 
effort in driving and maintaining the vehicle. The Attor-
ney General responded that the Oregon Department of 
Transportation would not become a common carrier  

under ORS 767.005(3) merely by leasing a vehicle for the 
use of others, because it does not provide drivers or 
arrange for their employment as provided for in ORS 
767.005(3b). Further, the Attorney General stated that 
the employee-lessee is unlikely to be classified as a 
common carrier under ORS 767.005(3) because he "does 
not hold himself out to the general public as willing to 
transport any party who may wish to employ him." 
Instead, the Attorney General suggested, the employee-
lessee may be a contract carrier under ORS 767.005(4). 
In supporting this view, the Attorney General noted that 
"compensation in the form of a free daily ride to and 
from work will be provided the lessee-driver. Further, 
if any profit were retained, it too would be compensa-
tion. Finally, the agreements between the lessee-driver 
and his or her passengers would be... special and in-
dividual agreements." 

Classification as a contract carrier would subject the 
employee-lessee to requirements practically identical 
to those for a common carrier. Since each individual 
lessee would presumably have to seek certification sep-
arately, the situation would actually be worse than if the 
Oregon Department of Transportation were considered 
a common carrier and could seek one certification. 

When the Oregon Department of Transportation sub-
mitted its van-pool concept along with the Attorney Gen-
eral's opinion to the Oregon PUC, the PUC declined to 
state how the concept would be classified but suggested 
three possible classifications. 

1. 	The van pools as proposed could be operated under 
the provisions of ORS 767.035(11), which exempts from 
PUC regulation persons or motor vehicles 

being used in the transportation of persons for hire if the operation: 
is performed by a nonprofit corporation or other nonprofit entity; 

and 
is not in competition with the scheduled regular-route service of a 

carrier of persons which is subject to the provisions of this chapter or a 
service provided by a mass transit district formed under ORS Chapter 
267; and 

is performed by use of vehicles operating in compliance with ORS 
485.310 to 485.420 [safety equipment]; and 

is providing service with continuing regularity under a predeter-
mined plan of operation within a radius of 40 air miles of the designated 
point of origin; and 

is approved by the Mass Transit Division as complying with para. 
graphs (a) to (d) of this subsection. 

The van pools could be operated as contract car-
riers after obtaining PUC certification. 

Since the PUC stated that "private carriage of 
persons is exempt from PUC regulation," the vans could 
be leased by the Department of Transportation to an em-
ployer who could "provide the passenger transportation 
as a private carrier of passengers," i.e., without any 
compensation. 

The term private carrier of passengers should not be 
confused with private carrier as defined in ORS 767.005 
(6), which applies only to carriage of property. The 
term private carrier of passengers is used by the PUC 
to denote any carrier of passengers that is neither a con-
tract carrier nor a common carrier and thus is not sub-
ject to regulation, e.g., an employer -operated work bus 
for which the employer absorbs all costs and the riders 
pay no fares. 

The PUC's response when presented with a hypotheti-
cal situation was typical of regulatory behavior. Reliable 
answers on the status of van pools or other arrangements 
can best be obtained when a PUC is presented with an 
actual proposal. Since it has been argued above that reg-
ulators tend to restrict ride sharing in relation to its 
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perceived threat to other modes, response to hypotheti-
cal situations in the absence of reaction from competing 
modes tends to be meaningless. In this instance the 
PUC in effect gave no opinion at all. 

In an effort to follow up on the PUC response, the 
Oregon Department of Transportation drafted another 
letter to the PUC outlining a number of variations on the 
employer van pool as we have defined it. In each case 
the vehicle would be owned by an employer of all or most 
of the riders and leased to the driver, who would collect 
fares from the other riders and reimburse the employer 
for the full cost of the vehicle. The variations involved 
whether all of the riders were employed by the lessor of 
the van, whether the driver-lessee used the vehicle for 
personal purposes nights and weekends, and whether the 
driver retained fares above a certain number. The PUC, 
on receipt of the letter, forwarded it to the Attorney 
General for an interpretation, which was rendered in 
August 1976. 

The Attorney General did not directly address the 
question of whether employer van pools are contract or 
private carriers. Rather he implicitly assumed that 
they were contract carriers subject to PUC regulation 
and devoted his opinion to a discussion of exemptions 
that might be available to certain variations. In the 
Attorney General's view an exemption would be available 
under ORS 767.035(11)—discussed above—if the opera-
tion is performed by a nonprofit entity. Thus a van pool 
in which the riders exactly split expenses would be ex-
empt, but an arrangement in which the driver retains 
fares above a specified number would probably be a 
contract carrier. Another possible exemption would be 
available under ORS 767.035(1), which exempts from 
PUC economic regulation persons or vehicles that trans-
port passengers for compensation if the operator stays 
within the city limits plus 5 km (3 miles) of the point of 
origin. Such operations would still be subject to city 
regulations, but these as a practical matter might be 
accommodated more easily than state PUC regulations. 

The Oregon PUC has not yet made any official state-
ments on how it will treat vans. The PUC could simply 
accept the Attorney General's views or issue a differing 
set of regulations that interested parties could challenge 
through Litigation. In my view, the Oregon case is a 
classic example of how the status of ride-sharing modes 
is rarely, if ever, settled in the abstract. Only when 
an actual operation is proposed or legislation that spe-
cifically exempts certain modes is enacted are questions 
finally answered. One of the most important steps to 
be taken on the national level is to get at least one van-
pool program functioning in each state. This approach 
is far superior, I believe, to research on hypothetical 
situations beforehand. 

For the moment, in Oregon all four of our van-pool 
arrangements would probably be classified as contract 
carriers unless they were confined to certain geographic 
areas or were exempted under ORS 767.035(11). For 
a van to qualify for this latter exemption, it must be 
nonprofit and avoid competition with preexisting private 
conventional carriers, as well as with services provided 
by Chapter 267 mass transit districts (which have been 
established in both Portland and Salem-Eugene, Ore-
gon's two principal metropolitan areas). Officials at 
the Oregon Department of Transportation who are au-
thorized by statute to evaluate requests for exemption 
under 767.035(11) have stated that their procedure is to 
automatically refer any service protested by such car-
riers to the PUC. However, they have also said that 
only the former providers are likely to object to vans 
since the latter have been broadly positive toward ride 
sharing and tend to view van pooling, which attracts 
very long work trips, as a complementary rather than  

a competing mode. Tn-Met, the conventional transit 
operator in Portland, for example, has also sponsored 
the local car-pool matching program. 

Because of the very complex and uncertain regulatory 
situation with respect to vans, the Oregon Department 
of Transportation is considering the advisability of pro-
posing an additional exemption under ORS 767.035 to 
specifically cover van pools. A grant from FEA has been 
obtained to research the question. 

Pennsylvania 

In Pennsylvania common carriers are "any and all per-
sons or corporations holding out, offering, or undertak-
ing, directly or indirectly, service for compensation to 
the public for the transportation of passengers" [Penn-
sylvania Statutes Annotated 66 PS 1102(5)]. Those so 
classified must obtain a certificate of public convenience 
and necessity from the Pennsylvania PUC. 

It appears that subscription buses are subject to reg-
ulation, while compensation car pools are in practice 
exempt. The situation with regard to van pools is far 
less clear. The PUC chose to look the other way when 
Scott Paper Company initiated the first van-pool program 
in Pennsylvania. The Scott vans and others organized 
more recently are operating without any formal PUC 
ruling on their status, and the PUC has no immediate 
plans to address the issue. In the PUC's view the term 
compensation as used in 66 PS 1102 (5) means a profit; 
therefore the key question in van regulation is whether 
any of the parties involved is making a profit. If the 
driver were employed by the company to drive the van 
(i.e., if van driving was in his job description), then the 
arrangement would be considered private carriage, which 
is exempt by statute. Alternatively, if the driver leased 
the vehicle from a for-profit van-pool operator and re-
ceived compensation from the passengers for transport-
ing them to work, then the arrangement would probably 
be classified as a common carrier. Employer, non-
profit, and government van pools in which the driver 
retains the fares above a certain number (as in the Scott 
arrangement) constitute a borderline case in the PUC's 
view and for the moment are not being regulated. 

This points up an aspect of regulatory attitudes seen 
in a number of states, i.e., that regulators tend to as-
sert jurisdiction over new types of arrangements in pro-
portion to the amount of competition the new arrange-
ments provide for established certificate holders. Be-. 
cause the original Scott vans did not attract riders from 
existing carriers, the PUC felt little need to assert 
jurisdiction. However, as the awareness of paratransit 
modes has increased and more van-pool programs have 
been started

'
the PUC has begun to feel the need for a 

comprehensive policy in the event that competition does 
arise. Staff members have been given the task of de-
vising new guidelines for paratransit modes, but there 
is no indication as yet of the form the new guidelines 
will take. 

Tennessee 

In Tennessee a motor carrier is defined as "any per-
son... operating any motor vehicle ... upon any public 
highway for the transportation of persons... or for pro-
viding or furnishing such transportation service, for 
hire as a common carrier" (Tennessee Code 65-1502b). 
Any motor carrier so operating must obtain a certificate 
of convenience and necessity from the PSC. It is rea-
sonably clear that subscription buses are common car-
riers subject to regulation. The case of compensation 
car pools is also clear when a passenger car is used, 
because the PSC has made an informal policy 



113 

exemption for such arrangements. 
The situation with regard to van pools has evolved 

over the past 3 years. When the Tennessee Valley Au-
thority began its van-pool operations in 1974, it was 
informed by the PSC that employer van pools were con-
tract haulers subject to common-carrier regulation. 
However, the PSC made no effort to enforce this decision 
and the vans operated initially without certification. 
When the city of Knoxville announced plans for a munic - 
ipal van-pool program the PSC informed the city that it 
would no longer look the other way and would insist that 
all vans receive individual certification as contract 
haulers. Knoxville officials felt that individual certifi-
cation would be a major barrier to van pooling and pro-
posed an amendment to Tennessee Code 65-1503 that 
would exempt from common-carrier regulation "any 
motor vehicle, except taxicabs and airport limousines, 
used primarily for hauling fifteen or fewer passengers 
to and from their regular places of employment." This 
amendment was signed into law in March 1976, "pro-
vided, however, that the Public Service Commission... 
may establish a minimum-level of insurance coverage 
to be required of all vehicles operating pursuant to this 
subsection." 

The amendment as adopted exempts all of our pro-
posed van-pool arrangements (except in the Nashville 
metropolitan area, which was specifically exempted 
from the amendment) as well as subscription buses that 
use vehicles that seat 15 or fewer and compensation car 
pools that use vans or buses. However, barriers to 
ride sharing of unknown magnitude may still exist. 
Specifically, the PSC has ruled that a filing of insurance 
is necessary to meet the insurance requirement. A 
certificate of insurance, which is required to register 
a private automobile, would be a less rigorous require-
ment—the insurer certifies that the vehicle is insured. 
A filing, in contrast, is a submission by the insurer 
that states that the insured is operating as a motor car-
rier (synonymous with common carrier). Insurance 
underwriters who have examined this requirement have 
expressed fear that a vehicle so insured is subject to the 
same standard of care as a common carrier. This would 
allow recovery in personal injury suits even in cases in 
which no negligence on the part of the operator was 
shown, and it might well lead to astronomical premiums. 
Ride-sharing proponents in Tennessee are currently 
considering an additional amendment to section 65-1503 
to eliminate this potential problem. 

Virginia 

In Virginia a common carrier is defined as "any person 
who undertakes, whether directly or by lease or any 
other arrangement, to transport passengers... for the 
general public by motor vehicle for compensation over 
the highways... whether over regular or irregular 
routes" [Code of Virginia 56-273(d)]. A certificate of 
convenience and necessity must be obtained from the 
Virginia State Corporation Commission (SCC) for travel 
arrangements that fall into this classification. Prior 
to 1973 two types of ride-sharing arrangements were 
exempt from common-carrier regulation: 

"Motor vehicles while used exclusively in trans-
porting only bona fide employees directly to and from 
the factory, plant, or other place of like nature where 
they are all employed and accustomed to work, provided 
that the operator of such vehicle shall first secure from 
the Commission a permit" [Code of Virginia 56.274(5)] 
and 

"Any motor vehicle while transporting not more 
than five passengers in addition to the driver, if the  

driver and the passengers are engaged in a share -the-
expense undertaking and if they share not more than the 
expenses of operation of the vehicle" [Code of Virginia 
56.274(10)1. 

The first exemption has permitted operation of the 
Colonial Transit, Inc., subscription buses between sub-
urban Virginia communities and the Pentagon with only 
an SCC "employee-haul" permit. This permit does not 
constitute a serious regulatory impediment because the 
only requirement is submission to the SCC of a signed 
statement that only bona fide employees of a single em-
ployer will be hauled in each vehicle. Issuance of the 
permit is then automatic without regard to common-
carrier service to the site. A subscription bus that hauls 
passengers to a number of places of employment would 
not be exempted from common-carrier regulation under 
this statute and the Reston Commuter Bus, Inc., service 
between suburban Virginia and a number of sites in down-
town Washington, D.C., would have been subject to state 
regulation except that it was an interstate carrier under 
the jurisdiction of the Washington Metropolitan Area 
Transportation Commission, which then had authority 
over interstate services within the Washington metro-
politan area. 

The second exemption has permitted cash-
compensation car pools that use automobiles. 

In 1973, at the urging of Reston Commuter Bus, sec-
tion 56.274 of the Virginia statutes was amended to add 
an additional exemption: 

Minibuses controlled and operated by a bona fide nonprofit corporation 
while used exclusively in transportation, for hire, for compensation, or 
otherwise, of members of such organizations if it is a membership corpo-
ration, or of the members of the community served by such organization 
if it is not a membership corporation; provided that such minibuses shall 
not be operated over the same or an adjacent route and on a similar sched-
ule as a holder of a certificate of public convenience and necessityor as 
a public transportation authority [Code of Virginia 56.274(15)]. 

Minibuses were defined in section 56.273 as "any motor 
vehicle having a seating capacity of not less than seven 
or more than sixteen passengers and used in the trans-
portation of passengers." This exemption permitted 
Reston Commuter Bus to operate a number of nonprofit 
van pools between Reston and various points in the Vir-
ginia portion of the Washington, D.C., metropolitan area. 
The Washington Metropolitan AreaTransportation Author-
ity (WMATA), the regional transit operator, challenged 
each of the routes, contending that WMATA service was 
available. However, in no case was the WMATA- route 
providing parallel, direct service and the SCC granted 
all Reston route requests. 

The most recent changes in the Virginia statutes that 
affect ride sharing are a 1975 amendment that substitutes 
12 passengers for 5 passengers in section 56.274(10) 
(exemption 2) and a 1976 amendment that substitutes 
"factories, plants, and other places" for "factory, 
plant, or other place" and deletes the word "all" in sec-
tion 56.274(5) (exemption 1). The former amendment 
deregulates compensation car pools that use vans as well 
as those that use automobiles. The latter permits opera-
tion of all types of van pools and subscription buses that 
use any size vehicle and carrying passengers to any 
number of work sites, provided an employee-haul permit 
is obtained. Thus practically every variant of our six 
ride-sharing arrangements is now free of significant 
regulatory impediments in Virginia. Although nonprofit 
van pools were in many cases exempt under 56.274(15), 
the 1976 amendment permits their operation even when 
a common carrier is providing similar service over the 
same route. 
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Table 3. Summary of state regulation of six ride-sharing arrangements. 

State 
Car 
Pool 

Employer 
Van Pool 

Nonprofit 
Van Pool 

For-Profit 
Van Pool 

Government 
Van Pool 

Subscription 
Bus 

Local 
Exemption' 

Key Determinants of 
Regulatory Status 

Arizona N N V V Y V N Car pool: profit for driver; 
van pool and subscription bus: 
compensation for vehicle 
owner 

California N N N N N Y N Vehicle size and whether 
driver and passengers are 
work-trip commuters 

Colorado E V V V Y V N Compensation for driver or 
vehicle owner 

Florida E V V Y V V V Compensation for driver or 
vehicle owner 

Georgia E V V V V V V Compensation for driver or 
vehicle owner 

Massachusetts N N Y ? V - Whether arrangement is for 
hire as a business 

Minnesota N N N N N V - Vehicle size and whether 
driver and passengers are 
work-trip commuters 

Ohio N N N ? N Y - Whether operator is in busi- 
ness of hauling passengers 
for profit 

Oregon E V V Y V V V Attorney General's opinion 
pending 

Pennsylvania E N N(?) V N(?) V - Profit for driver or vehicle 
owner 

Tennessee E N N N N V V Vehicle size and whether 
driver and passengers are 
work-trip commuters 

Virginia N N N N N N - Whether passengers are work- 
trip commuters 

Note: V 	classified as a common or contract carrier. N = not classified as a common or contract carrier. E = exempt from regulation by PSC or PUC, ? = status uncsrtain. - 	no information 
obtained. 

Esemption for common carriers operating exclusively within a municipality. 

Summary 

This state-by-state review, which is summarized in 
Table 3, indicates a very mixed situation with respect 
to ride-sharing regulation: Compensation car pools are 
exempt in every state, subscription buses are considered 
common carriers in every state but Virginia, and reg-
ulatory practice with respect to van pools is quite di-
verse. In four states statutes have been amended in the 
past 3 years to exempt all types of van pools, while three 
others have classified van pools of all types as common 
carriers. In the remainder, some types of van pools 
are treated as common carriers while others are ex-
empt, or no final determination has been made. 

An understanding of the van-pool regulatory situation 
is considerably hindered by the tendency of regulators 
to determine van-pool status without providing a ratio-
nale. Thus statutes that cite practically identical. 
grounds for common-carrier classification, such as 
those in Georgia and Pennsylvania, have led to practi-
cally opposite regulatory results, and there has been 
no rigorous explanation from the regulators as to how 
the classifications were made. Our strong impression 
from discussions with regulators in a number of states 
is that the competition a new mode promises for existing 
common carriers or transit operators is more impor-
tant than the new mode's specific characteristics. Thus 
in Georgia, where a regional transit provider and another 
common carrier were quick to brand van pools as an 
economic threat, the PSC classified van pools as com-
mon carriers. In Pennsylvania, by contrast, the pro-
posed van pools were for use at employment sites that 
had no transit service. No objections were heard and 
the PUC declined to assert jurisdiction. 

This same sensitivity to the interests of existing 
common carriers is the key, in my view, to whether 
classification as a common carrier will actually be a 
significant barrier to the success of a van-pool program. 
In Colorado, where van pools are classed as common  

carriers, the one van-pool operator reports that certifi-
cation was a minor inconvenience. No existing carrier 
objected and the operator was issued a certificate per-
mitting as many vans as needed and without restrictions 
on area of operation within the four-county Denver metro-
politan area. When we contrast this with Georgia, where 
common-carrier regulation has resulted in restrictions 
on the area of operation, it appears that it is the opposi-
tion of existing carriers rather than the ôertification re-
quirement itself that is the key barrier. 

I do not mean to suggest that regulation is desirable, 
only that programs can operate successfully as common 
carriers under certain conditions. In addition to a lack 
of competition, these conditions include the availability 
of insurance at a reasonable price. Modnar in Atlanta 
and Statitrol in Denver illustrate the difference this 
makes. Both are common carriers, but the former has 
found an insurer that classifies the arrangement as that 
of an employer (private) bus and charges $713 a year for 
total coverage, while the latter has been unable to con-
vince insurers that its van pools are not commercial buses 
and is therefore paying $1465. 

Because of the problems presented by regulation under 
the best conditions, the trend is toward deregulating van 
pools. Although ride-sharing proponents are also enthu-
siastic about subscription buses, the inclination when 
seeking statutory changes or exemptions from the PSC 
or PUC has been to concentrate on the vans; which are 
visibly different from buses, and therefore easier to de-
fend as a different type of transportation. The typical 
amendment has exempted vehicles that carry 15 or fewer 
passengers and whose driver is a work-trip commuter. 
Deregulation that uses this formula will doubtless spread 
in the next few years. For example, an amendment of 
this type will probably be proposed in Florida during the 
next session of the legislature. In my view no major 
conflict will develop over these types of amendments as 
long as vans are clearly drawing their ridership from 
the ranks of present automobile commuters. In the one 
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case in which conventional operators have opposed such 
an amendment (Maryland, 1976), the van-pool propo-
nents were able to show that no transit riders were likely 
to be diverted. The amendment was enacted without 
further opposition. When vans begin to divert consider-
able numbers of transit patrons there will doubtless be 
strenuous resistance, but at this point regulation of vans 
will have become a much broader issue involving the 
long-run role of conventional transit. Such an occur-
rence awaits the development of institutional arrange-
ments to implement van-pool programs on a much wider 
scale than seems likely at present. 

I would like to emphasize that it is the initial van-
pool operation in a state that is most burdened by the 
regulatory process, whatever the final outcome. One of 
the most useful steps in encouraging ride sharing nation-
wide would be to establish at least one van-pool opera-
tion in each state as soon as possible, so that both reg-
ulators and would-be van poolers can become familiar 
with the local regulatory process and assess its suit-
ability. 

INSURING CAR POOLS AND VAN 
POOLS 

The questionnaire sought information on insurance rates 
and classifications for car pools and van pools; the find-
ings are summarized in Table 4. The questionnaire did 
not attempt to gather information on subscription bus 
insurance because it was assumed that commercial bus 
rates of $1000 to $1400 for total coverage would apply. 
Because this amount is spread over 40 to 50 passengers, 
the financial burden is not likely to be so great for sub-
scription buses as for van pools. This is not to say, of 
course, that commercial bus rates are truly appropriate 
for subscription bus vehicles that are on the road and 
exposed to accidents only a few hours a day. 

With regard to car pools, in most states (10 of 12) 
there is a discount on the liability premium offered for 
vehicles that were formerly driven to work every day 
but are now driven less because of car pooling. The 
discount is usually 10 to 15 percent, but in one case 
(Oregon) it may be as high as 33 percent. However, in 
4 of the 10 states the discount only applies if the auto-
mobile in question is not driven to work at all, and 
rotate -the -driving car pools will not benefit. The re-
sulting saving of $20 to $30/year is of some significance 
but is hardly a major inducement to car pooling; if car-
pool drivers increase their liability coverage to reflect 
higher vehicle occupancy, the potential saving may 
largely disappear. On a more positive note, in no state 
did insurers attempt to charge commercial vehicle rates 
for compensation car pools that use automobiles. In 3 
of the states insurance commissions have specifically 
addressed this issue and required that compensation car 
pools be charged no more than other private passenger 
vehicles. 

In the case of van pools the insurance situation is 
extremely confused; practically every van in operation 
is insured under a different classification and at a dif-
ferent rate. Premiums for liability coverage of 
$100 000/person, $300 000/accident, and $50 000 for 
property damage as well as collision and comprehensive 
coverage are typically in the $550 to $650 range but 
varied from $267 for the Caltrans employer van pools, 
which are covered under the state of California's fleet 
policy, to $1250 for the Commuter Computer/ARCO non-
profit van pools and $1465 for the Statitrol employer van 
pools, which could only obtain insurance coverage under 
a commercial bus classification. 

Van-pool insurance is in disarray because the van-
pool concept does not fit any of the currently available  

insurance classifications. As a result, insurers are 
writing van-pool policies by using their best judgment 
as to which of the existing categories comes closest to 
describing the van concept. In some cases the resulting 
premium is reasonable or at least financially bearable, 
while in others the rate has been so high that employers 
and other van-pool promoters have had to subsidize in-
surance costs to make programs feasible. 

In the United States, insurance classifications and 
rates are developed by the insurance industry and ap-
proved by state insurance commissions. The Insurance 
Services Office (ISO), based in New York, serves as the 
actuarial clearinghouse for state rating bureaus (industry 
boards composed of representatives of the companies 
that write automobile insurance in a given state) in 46 of 
the 50 states. The other 4 states have state rating 
bureaus that perform a similar function. Classifications 
tend to be very similar nationwide, even in those states 
that are not affiliated with ISO. 

There are several approaches to the van-pool insur-
ance problem. The most promising is to develop a new 
insurance classification especially for van pools. This 
would involve the following steps: ISO would develop a 
new van-pool classification for use nationwide. This 
proposed classification would be forwarded to the insur-
ance industry rating boards in each state for approval. 
The final step would then be acceptance by the various 
state insurance commissions. The process would prob-
ably require 6 months to a year from the time ISO pro-
posed the new classification. Although it is unclear how 
favorable the rates for van pools would be under the new 
classification, a classification specifically for vans is 
still highly desirable because the present situation is so 
confused that many, perhaps most, underwriters will 
not take vans at all. Fortunately ISO has taken the ques-
tion of a new classification under advisement, and it is 
possible that a van-pool classification may be proposed 
within the next 6 months. 

ISO officials have indicated that, because there is no 
significant experience base for industry actuaries to use 
in calculating premiums, they will necessarily look at 
the accident and claim experience of similar services. 
Actuaries in the automobile insurance field typically deal 
with hundreds of millions of vehicle-years of accident 
experience in setting rates. The accident experience 
accumulated by the 500 or so van pools in operation at 
present plus those placed in service over the next several 
years will still be far short of the amount available for 
setting rates for other classifications. The major issue 
in proposing rates to accompany a new classification thus 
becomes: What present services are similar to those of 
vans? At the moment there are no definitive answers, 
but it is at least possible to list the factors insurers 
consider significant in comparing one van-pool arrange-
ment with another and in comparing van pools with other 
services. 

One key factor is the relationship between the vehicle 
owner and the riders. Because almost all states have a 
fellow-employee exclusion, an employee injured in a 
vehicle that belongs to the employer will not be able to 
recover against the employer or the driver but must in-
stead seek compensation from the employer's workmen's 
compensation insurance. Because workmen's compensa-
tion settlements are limited by statute and quite conser-
vative in comparison with current automobile insurance 
damage settlements, the addition to the employer's work-
men's compensation premium should be modest and the 
insurance premium for the van should be roughly com-
parable to that for a private automobile, since in both 
cases the liability insurance for bodily injury (which ac-
counts for the major portion of a total insurance package 
that comprises bodily injury, collision, and comprehen- 
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sive coverage) is mainly insuring against claims of 	employees of the owner, the insurance situation will be 
bodily injury by persons struck by the insured vehicle 	very different. While it is difficult to predict claim ex- 
(the other passengers in a private automobile are likely 	perience in the absence of settlements of damage suits, 
to be family members, who cannot recover against the 	it seems likely to the industry that claim experience may, 
driver). In cases in which the riders in a van are not 	be little better than that for charter buses. Thus pre- 

Table 4. Summary of information on insurance of car pools and van pools. 

State Car-Pool Discounts 

Van Pools 

Operator Type 
Type of 
insurance' Insurance Rate/Van/Year 

Arizona No discounts required by law. 	Most corn- Sperry Flight Employer Self-insured Approximately $500 
panies offer lower premiums for auto- Systems 
mobiles that are not driven every day but 
this saving is offset by the need for a 
higher level of liability insurance. 
Possibly no net saving-for car poolers. 

California Discounts offered for vehicles that are not Aerospace Corpora- Employer Fleet policy $554 liability, 
driven to work. 	This saving is partially tion 	 , $120 collision 
offset by the additional liability coverage Caltrans Employer Fleet policy $79 liability, 
needed for car-pool vehicles. $183 collision 

Commuter 	- Nonprofit Private $1260 
Computer/ARCO 

Golden Gate Bridge Employer 
Authority 

- Ralph M. Parsons, Employer Self-insured 
Inc. 

University of Employer 
California, San - 
Francisco 

Colorado A 10 to 15 percent liability discount for Statitrol Corporation Employer Private $1465 for 250/500 
vehicles driven to work fewer days due liability and $100 
to car pooling. 	Although increased deductible collision 
liability coverage is recommended for - and comprehensive 
car-pool vehicles, the additional cost - 
should not absorb much of the potential 
saving. 

Florida None 	 - None 
Georgia None Modnar, Inc. For-profit Private $713 
Massachusetts No discount is required by the state in- Polaroid Employer Private $450 for 250/500 	- 

surance commission. 	At least one 	- liability coverage 
company offers a discount of 10 percent New England Employer Private $527 for 100/300 
on liability premiums for vehicles that Mutual liability and $100 
are used in a car pool on a rotating deductible collision 
basis. 	Purchase of higher liability 
coverage ievels would absorb some of 
this saving. 

Minnesota Discount for vehicles left at hOme al- 3M Employer Self-insured $480 
together but not for vehicles driven General Mills Employer Fleet policy 
fewer days in a rotating car pool. Cenex Employer - 

Honeywell Employer 
Prudential Employer 

- Richfield State Bank Employer 
- E. C. 	Ernst, Inc. Employer 

Grain Terminal Employer - 
Association 	- 

Midland Corooration Employer 
Ohio Some insurers offer 10 to 15 percent None - 

liability discounts to car poolers who 
drive no more than 2 d/week. 	Dis- 
counts are not required by the state. 

Oregon Discounts of 12 to 33 percent on liability None 
premiums are offered by insurers for 
automobiles driven less due to car pool- 
ing, but no insurer is, required to offer 
discounts. 	State insurance commission - 
has ruled that insurers cannot classify 
compensation car pools as commercial 
arrangements and therefore charge 
higher rates. 

Pennsylvania Some insurers offer discounts of 5 to 10 Scott Paper Employer Fleet policy 	$480 
percent on liability premiums for vehicles Smith, Kline Employer 
left at home because of car pools. 	There General Electric Employer 
is no state requirement that discounts be Prudential Employer 
offered. 

Tennessee Insurers offer a 25 percent discount on Tennessee Valley Employer Private 	$532 
liability premiums for vehicles left at Authority 
home because of car pooling. 	However, Knoxville Govern- Private 	$520 
if a vehicle is driven even 1 d/week, it ment 
is considered a work-trip vehicle and is 
ineligible for the discount. 

Virginia Some insurers offer discounts of 10 to 15 Reston Commuter Nonprofit Private, 
percent for car-pool vehicles, provided Stis 
the vehicles are not driven to work more Alan M. Voorhees, Employer 
than twice a week. Inc. 

Self-insured insurance is internal to the operator (typically a portion of the van-pool fares is placed in an insurance fund and the employer covers any claims in excess of the fund's re-
sources), fleet policy vans have been added to other vehicles under a corporate fleet insurance policy with a private insurer, private vans are insured with a private insurer under a policy 
that is separate from other corporate or operator insurance. 
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miums may be quite high even with a new van-pool clas-
sific ation. 

Another key factor, in the view of the industry, is the 
degree of control the owner-operator and the insurer 
have over the driver. Programs that require drivers 
to be over 22, have a chauffeur's license, have taken a 
defensive driving course, have had no moving violations 
in several years, and be driving a new and well-
maintained vehicle are likely to have lower premiums 
than programs that do not have these requirements. 
This is both because such drivers are likely to have 
fewer accidents and because, in the event of an accident, 
the operator and the insurer will be able-to demonstrate 
that they have taken all reasonable steps to insure that 
a competent operator was in charge of the vehicle. 
While the general view is that van-pool operators, even 
third-party operators classed by state PUCs as common 
carriers, will only be held to an ordinary standard of 
care (as opposed to the standard of care of a common 
carrier, which essentially allows no defense against 
claims based on negligence), it is not clear that juries 
will understand this distinction; any evidence that opera-
tors have exercised all due caution will be quite impor-
tant. 

Another approach to van-pool insurance that may be 
appropriate for large employers' programs is self-
insurance. From our survey it appears that programs 
that choose this approach are selecting the rate of $4801 
year, which was adopted by 3M, as the appropriate pre-
mium. This amount has proved more than adequate to 
meet 3M's claims to date, but neither 3M nor any other 
van-pool program I am aware of has had an accident 
that has produced a disabling or fatal injury to a passen-
ger in another vehicle or to a pedestrian in which 
the van driver was found to be at fault. (A survey of 
van-pool accident experience compiled by the University 
of Tennessee Transportation Center in July 1976 found 
only two van-pool accidents involving bodily injury. Only 
one of these'involved injury to a person struck by a van 
and in this case no fault was determined. The company, 
however, assumed the' cost of $12 000.) Because em-
ployer van pools are protected by workmen's compensa-
tion from claims by van poolers themselves and because 
the collision and comprehensive losses are inherently 
limited to the value of the vans, injuries to others will 
be the major source of claims. Therefore, 3M.and 
other employers who choose to self-insure usually obtain  

protection against very large claims through additions 
to their corporate catastrophe policy. This may be a 
very inexpensive add-on clause if there is already a 
major corporate catastrophe policy. 

Still another approach that offers a prospect for some 
reduction in bodily injury premiums for nonprofit, 
government, and for-profit van pools is illustrated by 
recent actions in Minnesota. In April 1976, the Minne-
sota no-fault statute was amended so that van pools will 
henceforth be classified as private automobiles for pur-
poses of insurance. Van poolers who otherwise have 
automobile insurance will now seek damages up to the 
$2000 no-fault threshold- from their own insurance com-
pany in the event of an accident. If the individual's 
claims exceed the no-fault threshold, he will then seek 
damages from the insurance on the van. The van-pool 
insurance will also provide primary coverage for the 
driver and any passengers who do not have automobile 
insurance. While no quotations have been obtained from 
underwriters for coverage under the new law, the spon-
sors of the legislation estimate that premiums for bodily 
injury coverage for nonprofit, for-profit, and govern-
ment vans will be reduced by 10 to 15 percent. 
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The Washington metropolitan region includes the District 
of Columbia, parts of two states, all or part of four or 
five counties, and some incorporated towns. Prior to 
the public takeover of the transit bus operations in 1973, 
public mass transportation was provided by four regular-
route bus operators, several charter bus operators, two 
national interstate operators who offered some local 
commuter services, and numerous taxicabs variously 
organized in companies or associations or unaffiliated. 

The regulators were the Interstate Commerce Com-
mission (ICC), the State Corporation Commission (SCC) 
in Virginia, the Public Service Commission (PSC) in 
Maryland, the PSC in the District of Columbia, and var-
ious local taxicab regulatory agencies at the city and 
county levels. Anyone who operated a transportation 
service across state lines was subject to regulation by 
at least two agencies. There was no common regulatory 
rationale held by the various agencies involved in the 
regulation, nor were there efforts to coordinate policies 
or regulatory actions among those agencies. 

Each of the four local bus companies served its own 
territory or route system that had been granted by the 
ICC; the operator that served the District of Columbia 
had also been given a franchise by the Congress of the 
United States granting it exclusive operating rights. 
These companies did not run competing lines, with one 
relatively minor exception. Each served primarily 
either Virginia, Maryland, or the District, but their 
services extended across state lines. 

Any taxicab licensed in the region could operate 
across jurisdictional lines, but their rights to transport 
passengers within a jurisdiction other than their juris-
diction of registration were limited. 

A NEW REGULATORY STATUTE AND 
AGENCY 

The first attempt to establish a comprehensive scheme 
for the regulation of local public transportation services 
within the Washington metropolitan region was made in 
1962 with the enactment of the Washington Metropolitan 
Area Transit Regulation Compact. 

The new regulatory compact covered the geographic 
area of the District of Columbia, the contiguous counties 
of Montgomery and Prince George's in Maryland and 
Arlington and Fairfax in Virginia, and part of Loudoun 
County extending to the Dulles Airport in Virginia. Most 
of its provisions were patterned after those of the Inter-
state Commerce Act. 

The compact created the Washington Metropolitan 
Area Transit Commission (WMATC) and granted that 
commission the authority to regulate all for-hire trans-
portation within the geographic limits described. How-
ever, the compact in its own terms excluded taxicab 
operations from WMATC regulatory responsibility. 

Having thus identified a need for comprehensive regula-
tion of transportation service in the metropolitan region 
and having developed the regulatory compact and a new 
regulatory agency to achieve that purpose, the legislators 
from the first excluded a signific ant part of the mass 
transportation operation from the regulatory purview of 
the new agency. 

The new regulatory compact, like the Interstate Com-
merce Act, employed the licensing device known as the 
Certificate of Public Convenience and Necessity. No 
local for-hire transportation service would be permitted 
to operate without such a certificate from WMATC, but 
no particular criteria were established for the issuance 
of such a certificate. Of course, those transportation 
companies that already possessed certificates from the 
ICC (the four bus companies and several charter and 
special purpose operators) were considered already 
certificated by the new compact. 

The existing transit operators were not only automat-
ically awarded certificates of public convenience and 
necessity for the operations they had been conducting up 
to that time, but they were also offered certain guaran-
tees that under the new regulatory scheme competition 
would not develop over routes certificated to them. 

The WMATC was not given enforcement authority that 
it could exercise directly on the carriers. The carriers 
were required to obey its lawful orders but, if they chose 
not to, WMATC's recourse was to seek enforcement of 
its order in any U.S. district court. 

WMATC consisted of a three-member panel, one 
member from each of the compact signatories: Mary-
land, the District of Columbia, and Virginia. Each 
member was appointed from among the members of the 
Maryland and District of Columbia PSCs and the 
Virginia SCC. The chairman was elected by the members 
themselves. The commissioners were therefore selected 
from among people who had been appointed to regulate 
utilities, including telephone, gas, electricity, insur-
ance, and security issuances, but none was chosen for 
transportation expertise or background. The Maryland 
and Virginia members had their primary responsibilities 
and their primary offices in Baltimore and in Richmond, 
and their basic regulatory focus was statewide in their 
respective states. From time to time since 1962 there 
have been attempts, primarily by Maryland residents of 
the metropolitan region, to require that the Maryland 
member of WMATC be one who resides in the Washington 
metropolitan region, but that change was never accom-
plished. 

The WMATC's staff consisted of an executive director 
and three main functional branches: legal, accounting, 
and engineering. The accountants were regulatory ac-
countants familiar with laws, regulations, and concepts 
relating to rate regulation, and they were expert in such 
matters as utility depreciation rates and practices. They 
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were not, however, expert in transportation finance, nor 
were they particularly conversant with the use of pricing 
techniques to induce desired ridership levels and pat-
terns. 

The engineering staff included people who had some 
training and understanding of bus operations, including 
bus scheduling, bus maintenance requirements, wage 
computation, and other basic factors involved in the day-
to-day operation of a bus company. There was no one 
among the original staff or for several years thereafter 
who could qualify as a transportation planner by virtue 
of outlook, training, or experience. 

WMATC's REGULATORY PERFORMANCE 

WMATC functioned as the major governmental force in 
transportation regulation and promotion from 1962 until 
1973, when the four bus operations were taken over by 
the Washington Metropolitan Area Transit Authority 
(WMATA), the regional transportation agency, which 
operates the buses as a public enterprise. 

During those 11 years, WMATC followed a pattern 
that it had developed quickly at its beginning. In an early 
action, WMATC exempted all of the limousine sightsee-
ing operators in the region from its regulation, asserting 
that they were essentially taxicab operators and thus 
exempt from WMATC regulation. This appears to have 
been motivated not so much by a strong belief that these 
sightseeing operators were truly taxicab operators as 
by expediency, since the job of regulating more than 
100 such operators with the resources available to 
WMATC was probably out of reach. I do not suggest that 
the decision to exempt the limousine sightseeing opera-
tors was necessarily a bad one. It is questionable 
whether their main function is transportation, and it is 
further questionable whether any regulatory scheme 
could have made any difference in the way they operated. 
But the action showed a certain conservatism and reluc-
tance on the part of WMATC to move into its new regula-
tory role with respect to at least one area of for-hire 
transportation in which it could easily have asserted jur-
isdiction. 

WMATC's immediate concerns, and those that indeed 
preoccupied it almost totally during its existence, re-
lated to rate proceedings. The staff I described reflected 
that orientation; in fact, the staff was capable to do little 
more than deal with rate issues. Perhaps the major 
reason for concentration on rate issues was that when-
ever a rate request was submitted to WMATC it was re-
quired to respond to that request, accepting, rejecting, 
or modifying it, within a 5-month period, a deadline that 
created a great deal of pressure on the staff, who could 
work on little else but the rate case while it was pending. 

The regulated companies were, of course, primarily 
interested in rates and would pay only lip service to 
transportation improvement issues. WMATC never con-
ducted any overall route investigation or any other major 
investigation of the adequacy of service. Rate matters 
became even more prominent as time passed because 
upward rate adjustments were being sought far more 
frequently than in the early years and because almost 
every rate order issued by WMATC (at least those re-
lating to the District of Columbia transit system) were 
appealed to the courts, and those appeals required many 
hours of staff time and constituted a major activity of 
the staff. 

Partly because of those appeals and the court's ad-
monition to WMATC to pay more attention to the service 
implications of its regulatory function and partly because 
of a certain frustration within WMATC and its staff with 
the failure of the transit companies themselves to de-
velop any meaningful service improvement patterns or  

practices, WMATC began to turn more of its attention to 
the issue of service improvement. An urban transporta-
tion planner was added to the staff to provide a conceptual 
perspective that WMATC had theretofore lacked. Some 
work was let to consultants, again in order to provide the 
expertise that was not present within the staff. 

But the business of achieving service change and im-
provement was hard going. The companies themselves 
were of little help because of their limited perspectives 
and interests. If WMATC perceived a need for an im-
provement in service and ordered it, the companies would 
often simply not respond, and the enforcement of an order 
through the court process was time consuming and cum-
bersome. Often the companies were not interested in 
service change not only because they were not convinced 
that it would produce additional income or additional 
meaningful service, but also because they were con-
cerned that they were being required to bear the expense 
of experimentation doomed to failure—a waste of limited 
financial resources. WMATC had to be sympathetic 
with that point of view to a certain extent because it was 
aware that, to the extent it required expenditures on the 
companies' part for service improvement that might not 
produce additional revenue, it might be contributing to 
forcing fares upward, and WMATC was extremely sensi-
tive to that problem. So while WMATC was philosophi-
cally quite interested in improving the service environ-
ment and in seeing the application in the local region of 
some of the newly emerging transportation strategies that 
were being discussed and employed in other parts of the 
country, it was unable to find a direct method in its own 
regulatory authority for causing those changes to occur. 

However, WMATC had one powerful indirect tool with 
respect to forcing the behavior of the bus operators—its 
ability to grant or withhold rate increases. It began to 
use that tool as a lever more and more in the frequent 
rate matters that were presented to it. WMATC would 
include in its rate orders that certain requirements with 
respect to service improvement be made effective as new 
revenues were received under the new rate structure. 
In one such order, WMATC established a schedule for the 
acquisition of buses by the company involved so that the 
bus fleet would be maintained at what WMATC considered 
to be an appropriate age. That schedule, in fact, was 
never maintained, and the company fell behind and finally 
ceased any regular purchase of buses altogether; in each 
rate proceeding WMATC complained and imposed new 
conditions with respect to the bus purchase, but it never 
happened the way WMATC had envisioned and ordered it. 

One of the serious deficiencies in the private bus op-
erations was the lack of meaningful marketing. In.forma-
tion was not readily available concerning the routes and 
schedules of the bus operations. The companies appar-
ently saw no reason to provide it. WMATC, on the other 
hand, was convinced that the lack of available informa-
tion and appropriate marketing techniques was one of the 
reasons the bus systems were not patronized at a desir-
able level and were not providing a level of service that 
should be expected of them; it therefore attempted to 
encourage marketing activities. At one point, WMATC 
even ordered that a special fund of $ 150 000 be set up by 
one of the companies to be spent only for marketing and 
only to be spent in a marketing program that was specif-
ically approved by the WMATC staff. But that money, 
in fact, was never spent for that purpose. There was 
never any meeting of the minds among the staffs of the 
private companies and the staff of WMATC as to what was 
appropriate marketing. 

In the later stages of its regulatory control over the 
private bus operators, WMATC attempted to earmark 
nearly every new revenue dollar expected from every new 
rate increase for special service-improvement purposes, 
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but this technique did not produce any significant change 
in declining service patterns. The companies at this 
point were interested only in survival and in applying 
every dollar to avoiding collapse. 

Finally, again in a rate order, WMATC refused to 
raise the bus fare, contending that the condition of the 
company involved had deteriorated to the point that only 
some major financial restructuring and infusion of equity 
dollars, not just fare-box dollars, would permit the 
company to provide the level of service expected of it if 
the fare was to be increased. This approach did not 
lead to service improvement by the company; it triggered 
a rapid conversion to public ownership and the demise 
of privately operated regular-route bus transportation 
in the region. 

In the meantime, charter bus operations had been 
conducted not only by the regular-route operators but 
also by operators who provided only that limited kind of 
service. Almost no real control was exercised over the 
charter operators. Their rates were approved almost 
automatically on submission of a tariff to WMATC. It 
was believed that the charter rates would reach their 
own reasonable level because of the highly competitive 
nature of the charter business in the region, and no fare 
proceedings were ever carried on with respect to charter 
rates. 

The one issue that WMATC attempted to address with 
respect to charter service was the difficulty created by 
the practice of the regular-route operators of diverting 
buses to the profitable charter side of their operation 
and away from the regular-route operation. This caused 
a great deal of complaining from regular-route patrons 
who resented the cavalier treatment by the bus opera-. 
tors. This was another problem WMATC was never 
able to control, even though on numerous occasions it 
issued warnings and orders and conducted investigations 
into the charter practices of the regular-route opera-
tors. The inducement for the regular operators to go 
after the easier and more plentiful dollars in the charter 
market was too much for them to resist, even in the face 
of WMATC displeasure; they took their chances on 
WMATC's ability to bring any sanction against their 
violation of its policies and orders. 

Taxicab operations had remained, for the most part, 
under the control of the fragmented regulatory scheme 
that had existed before the enactment of the compact. 
WMATC had been given certain limited responsibility 
with respect to regional taxicab transportation. It was 
responsible for setting the interstate taxicab rate but 
not the rates that would apply solely within one or the 
other of the jurisdictions and for establishing the insur-
ance requirements for taxicabs that would operate across 
state lines. However, WMATC took no very active in-
terest in the interstate taxicab rates; it simply took the 
basic rates established by the local regulatory agency 
for travel within the given jurisdiction and adjusted that 
basic rate for interstate travel. WMATC thus assumed 
the role of follower rather than leader and depended on  

the local jurisdictions to establish the major part of its 
own interstate rate. The regulation of taxicabs in the 
District of Columbia is further fragmented. There are 
several agencies that have regulatory authority with 
respect to taxicabs, including the PSC, which establishes 
rates and issues rules for providing service; the Police 
Department, which contains a Hacker's Bureau (the on-
street enforcement capability for the city); and the De-
partment of Transportation, which issues hackers' li-
censes and has the responsibility for disciplining hackers 
and may suspend or revoke licenses for infringement 
of PSC rules. 

There is little, if any, coordination within the region 
among the various taxicab regulators with respect to 
policy or rate philosophy. There has never been any 
attempt among the regulatory agencies responsible for 
buses and those for taxicabs to coordinate the two trans-
portation modes and to exploit whatever potential there 
might be for their integration. The relationship of the 
bus rate to the taxicab rate has never been considered 
in any of WMATC's rate proceedings concerning bus fares 
or in any of the rate proceedings before the PSC con-
cerning taxicab fares. There is almost no interchange 
between the staffs of those two agencies. The PSC does 
not have on its staff any substantial transportation ex-
pertise, andithas never indulged to any great degree in 
issues of taxicab improvement or change outside its 
function as a rate setter. Not only are there several 
agencies involved in taxicab regulation within the city 
government, but also the Congress itself has been a detailed 
regulator of the taxicab industry; it is the Congress that 
has insisted that the District of Columbia taxicabs not 
be operated under a meter system. 

SUMMARY AND CONCLUSIONS 

Those who conceived the regulatory scheme to bring 
about a comprehensive, regional, coordinated mass 
transit system in the Washington area excluded essential 
transportation elements from the scheme, built inappro-
priate protections into the scheme for existing opera-
tors, and provided only limited enforcement capability 
to the responsible regulatory agency. 

The regulatory agency created to implement the reg-
ulatory scheme was limited in its outlook and in the capa-
bilities of its staff. Its activities were further narrowed 
by events to a concentration on rate matters to the ex-
clusion of the pursuit of service improvements. Even 
when its attention was drawn to issues of adequacy of 
service, it was quite powerless, without the cooperation 
of the regulated companies, to bring about service im-
provements. 

Those segments of the for-hire transportation opera-
tions that came under the most active (though still lim-
ited) regulation, i.e., regular-route bus operators, col-
lapsed within a decade. Those that did not, i.e., taxi-
cabs, charter bus operators, and sightseeing companies, 
survived as private operators. 
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Economists, as a group, do not seem to find much good 
to say about regulation as it is practiced. They do stud-
ies that demonstrate that it leads to inefficient produc-
tion and diminished services and that it forces some 
customers (usually poorer ones) to subsidize others (usu-
ally richer ones). They also assert that it restricts in-
novation and generally works against achieving most of 
the objectives used to justify its adoption in the first 
place. As far as economists are concerned, desirable 
changes in regulation would mostly do away with it. 

OBSTACLES TO CHANGE IN 
REGULATION 

This paper will focus on the factors that prevent desir-
able changes in regulation from being made. There are 
three—law, morality, and a desire for order. 

Law 

Critics often complain that regulators are captured by 
the industry they regulate. It is suggested that the prob-
lem is that regulators do not seek efficiency because 
their long-term personal interests include securing lu-
crative positions with the regulated firms, positions that 
would be denied them if they adhered too strictly to the 
public interest. That is an unfair accusation. Most 
regulators, certainly all I have ever met, are decent 
people trying to do an honest job under difficult condi-
tions. But they are directed by law not to seek efficiency 
as economists usually define it. Except when natural 
monopoly is involved, regulation and efficiency are con-
traxlictory, almost by definition. Efficiency is usually 
associated with profit seeking in the free market, and 
regulation intentionally interferes with both the market 
and profit-seeking behavior. 

Efficiency is an objective only to the extent that it is 
consistent with such other objectives as maintaining the 
economic viability of the regulated firms and serving the 
public need and convenience. Regulators cannot, on 
their own, reduce the scope of regulation. They cannot 
allow free entry, wide latitude in rate making, or the 
termination of money-losing (inefficient) operations with-
out some changes in the law. 

Anyone who thinks he or she would behave differently 
than current regulators do should look into the appeals 
filed against regulatory decisions by both the regulated 
firms and.the public. In fact, I was told rather ruefully 
by one regulator that he knew he had made a good deci-
sion when he was attacked by both sides. 

Morality 

The second major impediment, which I applaud as basic 
morality of government, may also be called the problem 
of vested interests. I must clarify what I mean by vested 
interest, because the term has an unfortunate connota-
tion that I want to avoid. 

Regulation involves setting rules by which providers 
of a service are allowed to do business. No matter how 
ridiculous the rules may seem, no matter how much they 
induce inefficiency, they are the outcome of accepted 
political processes and they must be considered legiti-
mate. 

To take an extreme example, consider taxicab regula-
tion in New York City. The restriction of entry has re-
sulted in a medallion price of about $25 000. No one can 
seriously argue that a valid social purpose is served by 
such a restriction. But until the rule is changed, it must 
be followed. If the legitimate authority restricts the 
number of medalliQns, the medallion owner may realize 
a capital gain, but the voters are to blame not the owner. 
If an entrepreneur buys a medallion for $25 000, he is 
doing nothing but what the law calls for, and he certainly 
should not be the object of opprobrium. Anyone who buys 
a medallion is buying a right. With payment of the price, 
that right is vested in the buyer. What I mean by a vested 
interest, then, is a right that is purchased or recognized 
by common practice. 

Such rights are created by regulation and could be 
extinguished by changes in regulation. I equated the prob-
lem of vested interests with morality because it is the 
appeals to basic morality that prevent regulators from 
making changes that would do away with rights. Again, 
consider the case of the buyer of a taxi medallion. Sup-
pose the law is changed to allow free entry into the taxi 
business; what will happen to his right? It will become 
worthless. The man who bought a medallion will have 
his $25 000 taken from him as surely as if he were robbed 
at gunpoint. I think that to take away a right that has 
been vested, and to which people have adjusted their 
behavior, is immoral; it is simply unacceptable behavior 
for government. 

Other rights have become viewed as vested although 
they were never sold as explicitly as medallions. They 
include (a) the right of the employees of regulated com-
panies (or publicly owned transit systems) to their jobs 
and all the privileges associated with them, (b) the right 
of transit passengers to justified rates, and (c) the right 
of the communities or neighborhoods being served to 
continued service. 

These vested interests are not always explicitly rec-
ognized in law, but section 13c of the Urban Mass Trans-
portation Act provides an example of the vesting of em-
ployee rights. It states that workers in public transit 
shall be compensated for any loss of employment or earn-
ings due to experiments funded by the Urban Mass Trans-
portation Administration. Section 4i df article 12 in the 
Washington Metropolitan Are a Transit Regulation Compact, 
another explicit recognition of passenger and community 
vested rights, states that service shall not be terminated on 
given routes unless such abandonment is found to be in 
the public interest. The fact that continuation of service 
involves financial losses to the carrier is not, in itself, 
justification for terminating service. Even if the law 
is vague about such rights, a regulator will ignore them 
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at his peril. Much of regulatory law simply reflects 
what the public at large thinks is fair, and a regulator 
who subordinates concern for fairness to concern for 
economic efficiency will soon find his behavior circum-
scribed by critical lawmakers. 

One more interest, although it is not vested in the 
same sense, is important—that of politicians and regula-
tors. The ability of a politician to cater to the desires 
of a constituent—to get him a subsidy of some sort—is 
a powerful institutional support of regulation. Only pol-
iticians can change the laws and, since doing away with 
regulation would do away with their power, they are not 
likely to do so simply because someone tells them that 
it is for the social good. 

Desire for Order 

Of all the impediments to changing regulation, the most 
powerful is what I perceive to be an intellectual problem. 
Regulation is a pervasive phenomenon despite a long his-
tory of demonstration that it benefits a relative few at 
great cost to a majority of the public. There must be a 
reason for it. Unless voters are asleep at the switch 
everywhere —so that owners, workers, riders, and pol-
iticians can put something over on them—it must be that 
the public wants regulation. I believe the voters do want 
it because there is a basic human desire to know that 
someone up there is in charge—someone to complain to 
when things go wrong, whether or not it does any good. 
They want someone to bring order out of chaos. What 
would happen if no one were in charge? How do we know 
that service would be provided? 

Economists are rarely troubled by such questions. 
Their discipline focuses on the operation of markets, 
including markets for transport services, and they know, 
as much as anyone can know, that where there is an 
economic demand for service, backed up by a willingness 
to pay the cost, the market will satisfy the demand. 
They cannot point out which person in the chaos of the 
market will provide the service, but they know that, if 
people want a service enough to pay its cost, someone 
will provide it. They have faith in the market; it is their 
guarantee that things will work out. Furthermore, this 
working out does not necessarily mean that service will 
be provided. If riders as a group are not willing to pay 
the cost of a particular service, e.g., fixed-route fixed-
schedule mass transit, hard-nosed economists can ac-
cept the proposition that there should not be fixed-route 
fixed-schedule mass transit. They know that there are 
substitutes of some kind, at some price, and that, if 
buses disappear from the streets in the absence of reg-
ulation, the public can adjust. 

Unfortunately for us all, most voters do not share the 
economists' faith. They seem to prefer the certainty 
of an inefficient regulated market to the uncertainty of 
an efficient but unregulated one. They are not satisfied 
that they will be better off if alternatives to buses drive 
buses out of business. 

In one way, they are correct. This benefit of regula-
tion is not necessarily connected to the economic 
benefit—the voter who supports regulation because he 
thinks he can do away with uncertainty often does not 
even use the regulated transport service. Many people 
who support regulation apparently believe that regulation 
is warranted because other people (who turn out to be the 
poor and the stupid) cannot take care of themselves in 
the marketplace. Regulators are there to protect these 
other people. There is a double-barreled intellectual 
benefit here: Regulation is seen to provide certainty in 
the market and to satisfy the public that those others 
who need help are being taken care of. Until recently, 
this was mere self-indulgence because the benefits could  

be derived at little or no cost to those who did not use 
public transit. What subsidies were necessary to con-
tinue unprofitable services were extracted from transit 
riders who patronized profitable services. Now that 
municipal governments have taken over most city bus 
lines, the general public is being asked to provide direct 
subsidies, raised through taxes, and the intellectual 
benefit is no longer free. 

OVERCOMING IMPEDIMENTS 

The three impediments I have described—legal, moral, 
and intellectual—have effectively blocked change in the 
past. Anyone who sees that regulation is the source of 
many, if not all, of the problems of urban transportation 
must be willing to recognize that knowledge alone is not 
going to make things better. Laws are not easily changed 
under the best circumstances and, whether or not you 
are moved by the moral issue of vested interests, the 
political system is responsive to them—perhaps inordi-
nately so. Given the noneconomists' intellectual dis-
comfort with the uncertainty of the market, the prospect 
of change is very slim. It sometimes seems that the 
move toward more regulation is inexorable, and that at 
best we can only hope to hold back its growth. I am not 
quite so pessimistic. 

One way to promote progress is to try what is some-
times called paying off the vested interests; I prefer to 
call it making change palatable. A straightforward ex-
ample can be made of the regulation of entry into taxicab 
operations in New York. Allowing free entry would lead 
to a fail in medallion price. Such a change could be made 
acceptable to medallion holders by compensating them 
for their loss. 

Unfortunately, many of those who are most enthusias-
tic about removing entry restrictions seem to feel that 
the current owners of medallions have benefited long 
enough at public expense and deserve no compensation. 
They want deregulation without compensation. Such an 
approach is impractical. Responsible government can-
not change the rules without making compensation because 
that kind of behavior threatens the credibility of govern-
ment in carrying out all its legitimate functions. 

If the call for deregulation without compensation is 
based on the assumption that regulated firms have bene-
fited long enough, it is a mistake. One can sympathize 
with those who, on discovering that they have been suf-
fering from regulation, assume that the regulated firms 
must have been benefiting at their expense. In fact, how-
ever, the benefits reaped by regulated firms are usually 
transitional rather than continuing. Let me explain. 

The owner of a taxi can expect to earn enough to pay 
the driver's wages, maintenance and operating costs, 
and the average return on capital. If regulation restricts 
entry (requiring a medallion as proof of legitimacy), the 
value of owning a taxi will rise; revenues will increase 
because of more intensive use of the cab, higher fares, 
or both. But if the value of owning a taxi increases, 
that will be reflected fully in the price of the medallion, 
which will also increase. Someone who then buys a 
medallion at the high price can expect to earn no more 
than a normal return—wages, maintenance and operating 
costs, and the average return on capital (which now in-
cludes the medallion). Whoever owns a medallion re-
ceives a benefit in the form of a capital gain when entry 
restrictions are tightened. Whoever buys a medallion 
and then finds that the medallion price remains constant 
gets no financial benefit from regulation. 

The medallion price in New York has been around 
$25 000 for some years—so long that lenders accept 
medallions as collateral on loans. Anyone who bought 
a medallion at that price had to invest the cost of the cab 
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plus the $25 000, and the revenues just cover his costs. 
Overcoming the misapprehension that regulated oper-

ators have been b'enefiting for years at public expense 
would go a long way toward making change acceptable. 
Improvement can some about in the political arena if 
conflicts between groups are reduced. But as long as 
people feel they have been duped by the vested interest, 
they will prefer to fight for what they think is rightfully 
theirs rather than buy out. 

I have concentrated my discussion so far on regulation 
of taxicabs because it presents a compelling and unequiv-
ocal case. The general conclusion about making change 
palatable applies equally to other vested interests, how-
ever. We do not need section 13c to prove that jobs are 
important and that transit workers' unions would resist 
any change that would cost their members jobs. But the 
specter of drivers, mechanics, and street supervisors 
being thrown out of work is somewhat overdone. There 
is a certain amount of labor turnover in all businesses 
and, although removal of regulatory constraints would 
result in employment reductions in existing transit com-
panies, changes could be phased in such a way as to 
allow adjustment in the work force without layoffs. Of 
course, that does not consider the interest of the union 
as a union. I suspect that there is no way to make re-
duced membership palatable to the unions' officers, even 
though it would not necessarily affect their jobs. 

It is worth pointing out that one interest group has 
largely disappeared from the scene: private owners of 
franchised municipal bus systems. Most such systems 
have been taken over by local governments. Regulation 
may or may not have been responsible for their demise 
but, whatever the cause, private owners no longer have 
a claim on us for continued support. If entry leads to 
the end of publicly operated buses, the only organized 
interest group associated with the industry will be labor. 

If the result of change is that some workers are in-
jured, it is possible to compensate them. A precedent, 
other than section 13c, is the Trade Adjustment Assis-
tance Act, which provides for payments beyond normal 
unemployment insurance for those workers who are hurt 
by the removal of restrictions on imports. 

Of course, compensation schemes that provide in-
come support over time have their own dangers. Recent 
studies of unemployment insurance have shown that more 
liberal benefits lead to an increase in the average dura-
tion of unemployment. While compensation may make 
regulatory change palatable to labor, it is important that 
benefits really be tailored to injuries caused by the 
change and not to desires for a paid vacation. 

Some analysts view section 13c as putting a severe 
constraint on experiments. I view it as quite the op-
posite; it makes experiments acceptable. But in fact, 
there are municipal bus systems in which only about 
20 to 25 percent of the cost is covered by fares collected 
from riders, while subsidies are covering the other 75 
percent. Under the circumstances I find it hard to see 
why section 13c is an issue at all. Without federal help, 
municipalities could reduce the scale of their losing 
operations and use some of the current subsidies for 
temporary assistance to those hurt by the resulting em-
ployment reductions. 

Finally, there are the subsidized riders—the passen-
gers for whom service is continued at a loss. Opening 
up losing routes to competition or subsidizing a less 
expensive service would clearly be preferable to con-
tinuing such an expensive activity. Again, I would like 
to stress that the few who are subsidized are supported 
in their claims by the public at large, and it is the pub-
lic that must be satisfied that the few are being treated  

fairly. Even operators who suffer severely from over-
regulation seem to feel that regulation is required to 
protect the public but that it should be good regulation—
well thought out, internally consistent, and possibly 
coordinated and integrated; it must take care of the poor 
and serve the public's need for public transit. Here, 
again, we encounter the desire for order. It is not clear 
how to deal with this problem. 

It seems to me that, among voters, the desire for 
regulation is characteristically associated with a belief 
that the decline of public transit is due to the actions of 
evil, aggrandizing persons. It is also associated with 
tremendous sell-confidence—a belief that through regula-
tion we can control events and bring the evildoers to 
heel. The only ways I can think of to overcome this 
obstacle to change are to continually demonstrate the 
failures of regulation and to find examples of alternatives 
to regulation. That, of course, is why transport special-
ists are always talking about jitneys in Manila, road 
pricing in Singapore, and other foreign examples of suc-
cess. It is true that conditions in such places are very 
different from those in U.S. cities, but the real issue is 
not to show that rickshaws should be introduced into 
downtown New York but to show that a lack of regulation 
is tolerable. 

If anyone wants to take compensation seriously, there 
are some things that should be done. For one thing, it 
would be useful to find out how many transit workers 
would lose their jobs if specific regulations were changed 
and how much their earnings would fall. We ought to 
look into the effects on bus ridership of loosening re-
strictions on vans, jitneys, and taxis. But most impor-
tant, we must find ways to give the public some degree 
of satisfaction that someone is in charge without actually 
putting someone in authority. 

I must mention one danger inherent in this approach: 
If we compensate the losers for any damages caused by 
regulatory change, the compensation process will be-
come a moral hazard. That is, it is possible that 
unions, operators, and politicians will find a way to 
reintroduce regulation and then, when we are back where 
we started, they will offer to accept another payment to 
get out again. This danger, while it is real, should not 
be overemphasized. If getting out is hard and partic-
ularly if it is expensive, people will not forget very 
easily. It is when getting out is easy that they will find 
it easy to get back in. 

Regulatory reform has been sought at various levels 
of government for at least a generation. Reformers 
have gone forth with great enthusiasm, armed with 
proofs of how regulation operates against the public in-
terest, only to return vanquished by its mysterious, 
seemingly amorphous defender, inertia. Inertia is not 
really amorphous, however; it comprises a variety of 
private interests, legitimate and morally defensible. 
While the public interest may lie with less regulation, 
these legitimate interests must be dealt with. Inertia 
is not invincible, either, but it must be overcome by 
satisfying vested interests rather than by a direct at-
tack. Ultimately this is a job for politicians rather than 
for such experts as economists, transport planners, 
or operators. For the experts it is appropriate to ana-
lyze the benefits and costs of regulation and to argue the 
merits of reform. But it is important that the analyses 
be realistic and help the politicians in striking the ap-
propriate bargains. If the impediments are ignored 
and studies concentrate solely on the desired outcome, 
there is little reason to believe that reform will come 
in our lifetimes. 
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Although everybody is in favor of more efficiency in ur-
ban transport, not much attention has been paid to eval-
uating the expected benefits in a comprehensive manner. 
It is not difficult to postulate a change in the urban trans-
port system, e.g., a time-saving investment, and to 
calculate the consequent savings in time and money re-
lated to a given number of trips made before and alter 
the improvement. However, this approach ignores the 
newly generated travel that invariably follows urban 
transport improvements and thus conceals many of their 
likely consequences. 

The purpose of this paper is to take a closer and more 
comprehensive look at the phenomena of urban transport 
improvement and to calculate estimates of the order of 
magnitude of the benefits that might reasonably be ex-
pected to accrue from the relaxation of economic regula-
tion in the Washington, D.C., area. Specifically, cal-
culations are made to indicate the effects of 

Reduction of the number of private automobiles 
by 10 percent, due to an increase in car pooling, with a 
consequent increase in traffic speed due to a reduction 
in congestion; 

Substitution of subscription bus services for con-
ventional ones, with consequent increases in public trans-
port speeds and a reduction in operating costs; and 

Substitution of subscription bus services for 10 
percent of private automobile trips, with a consequent 
increase in traffic speeds due to the reduction in the 
number of automobiles but a decline in the speed of trips 
transferred from automobiles to subscription bus ser-
vices. 

The calculations are based on the conditions that were 
present in the Washington, D.C., area in 1968, the latest 
year for which comprehensive travel data are available. 
The area considered is shown in Figure 1. The popula-
tion considered consists of residents of districts 1 through 
14, while their travel covers districts 1 through 20. The 
basic population and automobile data for each district 
were obtained from unpublished survey material collected 
for the 1968 Transportation System Findings Report by

e  the Metropolitan Council of Governmnts (COG) and are 
summarized below. 

Trip Makers/ 
District Population Households Automobiles Household 

1 76803 37133 20613 1.37 
2 17060 8070 5476 1.62 
3 96519 36143 20890 1.60 
4 82365 27377 18125 .1.58 
5 61 005 28772 31 714 1.59 
6 46681 20287 21216 1.75 
7 	. 116054 37770 38258 1.84 
.8 	. 184256 58180 42658 1.73 

Trip Makers/ 
District Population Households Automobiles Household 

9 110760 38270 48349 1.90 
10 98999 36049 48451 1.93 
11 277901 85981 135468 2.18 
12 190630 64552 90699 1.98 
13 143599 42688 56679 2.13 
14 89966 25950 41934 2.35 

Total 1 592 599 547 224 620 531 1.87 

A comparison of the basic travel characteristics for 1955 
and 1968 is shown below (1 km = 0.6 mile). 

Trip Makers 

Automobile 
Only Transit Only 

Item 1955 1968 1958 1968 

Daily door-to-door travel 
time, h 1.09 1.11 1.27 1.43 

Time/trip, h 0.35 0.35 0.55 0.67 
Trips/weekday 3.07 3.16 2.31 2.12 
Distance traveled/d, km 20.48 25.91 13.60 14.35 
Distance/trip, km 6.68 8.21 5.89 6.24 
Door-to-door speed, km/h 18.83 23.33 10.70 10.04 

Automobile-only trip makers are those from households 
in which all trips are made by private automobile. 
Transit-only trip makers belong to households in which 
all trips are made by transit, including those made by 
taxi and school bus. A third group, from households that 
used mixed modes, is not shown; its travel characteris-
tics are intermediate between the first two groups. 

METHOD 

The calculation of benefits uses a methodology developed 
recently by Zahavi (1). It depends on the empirical 
finding in a number of cities, including Washington, D.C., 
that both the time and the money allocated by groups of 
trip makers for urban travel tend to be stable and there-
fore predictable. The basic indications, which will be 
discussed later, maybe summarized as follows: 

Daily travel demand is constrainedby two main 
travel budgets, that of money and that of time; 

The travel-money budget of the individual trip. 
maker depends on his or her household income; 

The travel-time budget for trip makersis stable 
both between cities and over time within the speed ranges 
normally found in U.S. cities; and 

Trip makers strive to maximize their daily travel 
distance within the above constraints of money and of 
time. 
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Figure 1. The Washington, D.C., study area. 

Travel-Money Budget 

The cost of travel is recognized to be a major constraint 
on travel, since people must allocate a proportion of 
their disposable income to transportation. The propor-
tion of income allocated to travel seems to be stable both 
over time and between countries (in developed coun-
tries). The average percentage of total personal expen-
diture devoted to travel in the United States between 
1963 and 1973 (2) is shown below. 

Expenditure Expenditure 
on Travel as a on Travel as a 
Percentage of Percentage of 
Total Expen- Total Expen- 

Year 	diture Year 	diture. 

1963 13.1 1969 13.4 
1964 12.9 1970 12.6 
1965 13.4 1971 13.6 
1966 13.0 1972 13.7 
1967 12.7 1973 13.6 
1968 13.4 

As indicated, expenditures on travel tend to be a rela-
tively stable proportion of the total expenditure-about 
13.2 percent. Since total personal expenditure in this 
period was about 86 percent of total income, it follows 
that the average expenditure on travel during 1963 to 
1973 was about 11.4 percent of total income. (Dispos-
able incomes are most difficult to define and, therefore, 
all data in this section are based on total income.) The 
same trend is also found in other countries and cities 
(1,3,4), as shown below. 

Percentage 
of Expen- 
diture on 

Place Year Travel 

United Kingdom 1972 11.7 
London 1972 12.3 
Federal Republic 
of Germany 1971 12.0 

1972 11.3 
1973 11.1 
1974 10.7 

Washington, D.C. 1968 11.2 

Hence, it may be inferred that expenditures on travel 
tend to be a stable proportion of income, within the range 
of about 11 to 12 percent. 

It was further noted that households in which the mem-
bers make all their trips by automobile tend to allocate 
a stable proportion of their income to travel-about 11 to 
13 percent, at all income levels. However, households 
in which the members make all their trips by transit 
tend to allocate only 3 to 5 percent of their income to 
travel, again at all income levels. Since the proportion 
of households that own an automobile increases with in-
come, it follows that the total average expenditure on 
travel by income group increases from about 3 percent 
at low income levels to a saturation level of just more 
than 13 percent at high income levels. 

Travel-Time Budget 

It has already been noted that the average daily travel 
time per automobile, tends to be stable-about 0.8 h, in 
cities of developed countries (5). Recent analysis of four 
traffic studies in Washington, D.C., and Minneapolis-
St. Paul showed that the same phenomenon applies to trip 
makers and that the average daily door-to-door travel 
time remained about 1.1 h for automobile-only trip 
makers over a 12 to 13-year period; this was also the 
average daily travel time per automobile trip maker for 
the whole United States in 1970 (6). A comparison of the 
average travel time and trip speed of trip makers who 
used automobiles and those who used only transit in 
Washington, D.C., and Minneapolis-St. Paul is shown 
'below (1 km = 0.6 mile). 

Automobile 	Transit 

Travel Speed Travel Speed 
City 	 Year Time (h) (km/h) Time (h) (km/h) 

Washington, D.C. 	1955 1.09 18.8 1.27 10.7 
1968 1.11 23.3 1.42 10.0 

Minneapolis-St. Paul 	1958 1.14 21.5 1.05 11.9 
1970 1.13 28.5 1.15 12.1 

It indicates that, although in Minneapolis-St. Paul 
the transit-only trip makers had roughly the same travel-
time budget as the automobile-only trip makers, the 
travel time of transit-only trip makers in Washington, 
D.C., in 1955 was 1.27 h/d, significantly higher than the 
travel-time budget for automobile-only trip makers, and 
by 1968 the travel time of transit-only trip makers had 
increased even more, while the travel time of 
automobile-only trip makers remained virtually the 
same. In addition, the daily travel times show a signif-
icant rise when the travel speed falls below about 11 
km/h (7.5 mph). 

It was noted above that, while the trip rates of 
automobile-only trip makers in Washington increased 
from 3.07 to 3.16 between 1955 and 1968, the trip rate 
of the transit-only trip makers decreased from 2.31 to 
2.12, coming close to the minimum trip rate of 2.0/d 
(virtually all urban trips involve outward and return 
journeys on the same day). The increase in the travel 
time of this group was therefore not accompanied by an 
increase in the trip rate but reflected the fact that 
transit-only trip makers had no other way of carrying 
out the minimum number of trips that they considered 
necessary. 

For the purpose of predicting travel behavior, it will 
therefore be assumed that, in all cases in which trip 
makers travel more than the preferred daily travel time 
of 1.1 h, an increase in speed will result in a reduction 
in daily travel time to the preferred figure of 1.1 h, as 
long as the base-year trip rate is not reduced. However, 
for trip makers who already travel within this limit, it 
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Table 1. Characteristics of average weekday travel by case and by trip maker. 

Mobility 
Distance Number Travel Expendi- (trips/100 Cost! 

Category Traveled (km) of Trips Time (h) ture ($) people) Trip (S) 

Base case 
Automobile trip maker 19 676 650 2 397 866 528 460 1 422 000 150.6 0.59 
Transit trip maker 3 675 150 543 838 197 660 137 047 34.1 0.25 

Total 23 351 800 2941 704 726 120 1 559 047 184.7 0.53 

Case 1 
Automobile trip maker 20 734 990 2 526 840 528 460 1 296 317 158.7 0.51 
Transit trip maker 3 675 150 543 838 187 684 137 047 34.1 0.25 

Total 24 410 140 3 070 678 716 144 1 433 364 192.8 0.47 

Case 2 
Automobile trip maker 19 676 650 2 397 866 528 460 1 422 000 150.6 0.59 
Transit trip maker 3 740 380 553 490 147 687 139 480 34.8 0.25 

Total 23 417 030 2 951 356 676 147 1 561 480 185.4 0.53 

Case3 
Automobile trip maker 20 734 990 2 526 840 528 460 1 296 317 158.7 0.51 
Transit trip maker 3 938 620 582 825 147 687 146 872 36.6 0.25 

Total 24 673 610 3,109 665 676 147 1 443 189 195.3 0.46 

Case 4 
Automobile trip maker 18 631 980 2 270 559 474 885 1 296 317 142.6 0.57 
Transit trip maker 5 534 820 819 027 201 986 206 395 51.4 0.25 

Total 24 166 800 3 089 586 676 871 1 502 712 194.0 0.49 

Note: 	1 km = 0.6 mile. 

Table 2. Characteristics of average weekday travel by case. 

Percentage Using Transit as a 
Function of Avg Travel Daily Daily 

Expenditure! Expenditure Distance! Expenditure! 
Number 	Travel 	Household on as Percentage Trip Trip 

Case 	Distance of Trips 	Time Travel ($) of Inconee Maker (km) Maker ($) 

Base case 	15.7 18.5 	27.2 2.85 10.5 22.53 1.50 
Case 1 	15.1 17.7 	26.2 2.62 9.6 23.56 1.38 
Case 2 	16.0 18.7 	21.8 2.85 10.5 22.59 1.51 
Case 3 	16.0 18.7 	21.8 2.64 9.7 23.81 1.39 
Case 4 	22.9 26.5 	29.8 2.75 10.1 23.31 1.45 

Note: 1 km = 0.6 mile 

will be assumed that increases in speed will result in 
more travel: either more trips or longer trips or a com-
bination of both. 

For Washington, D.C., in 1968, it is assumed that the 
structure of the city will not be altered by the relaxation 
of transport regulation and that the average trip distance 
will remain unchanged at 8.2 km (5.1 miles) for automo-
bile trip makers and 6.8 km (4.2 miles) for transit trip 
makers. Any increase in daily travel distance will there-
fore be reflected in additional trips. The computational 
methodology is based on equilibrium conditions between 
travel demand and system supply for automobile trip 
makers, i.e., it is assumed that money and time budgets 
are fully expended and not exceeded for each of seven 
income groups. The resulting travel characteristics are 
within a few percentage points of those observed in the 
1968 study. 

RESULTS 

The methodology described above was used to examine 
four alternatives to the Washington, D.C., travel situa-
tion in 1968. 

Case 1. Shift from automobiles to car pools-It is 
assumed that, as a result of automobile users being al-
lowed to give each other trips for money, there would 
be an increase in car pooling that would bring about a 
10 percent reduction in automobile traffic and a resulting 
increase in speed for both automobiles and transit. 

Case 2. Replacement of peak-period regular bus ser-
vices by subscription bus services-It is assumed that the 
bus services provided by the 1000 conventional buses that 
in 1968 were used only in the peak periods were replaced 
by subscription bus services of the kind used in the 
Peoria-Decatur demonstration project in 1966 to 1970 (7). 
On the basis of the results obtained in Peoria, it is as-
sumed that average transit speeds would rise from the 
1968 level of 55 percent of automobile speeds to 75 per-
cent of automobile speeds but that fares would remain 
at 3.7 cents/km (6 cents/mile). 

Case 3. Cases 1 and 2 combined-It is assumed that 
automobile traffic is reduced by 10 percent at the same 
time that bus speeds are increased, so that transit speeds 
are 75 percent of automobile speeds. 

Case 4. Shift from automobiles to subscription buses-
It is assumed that, as a result of the introduction of 
subscription bus services, 10 percent of automobile trip 
makers (drivers and passengers) would shift to the 
speeded-up bus services and that the tonsequent reduction 
of 10 percent in automobile traffic would result in a 
further reduction in automobile and transit travel times, 
as in case 1. 

Tables 1 and 2 are based on the data from the COG 
study, on known speed-flow relationships, and on the 
1968 money- and time-travel budgets established for the 
Washington, D.C., area. These tables show, for the base 
case and the four alternatives and for automobiles and 
transit separately, the following characteristics: 
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Distance: The total daily in-vehicle kilometers of 
travel by automobile and transit trip makers; 

Trips: The total number of daily trips by automobile 
and transit trip makers; 

Hours: The total daily hours (in-vehicle time) of 
travel by automobile and by transit; 

Expenditure: Daily expenditure by trip makers on 
automobile or on transit (since increases in travel speed 
allow trip makers to increase their daily travel distance 
within their daily travel-time budgets and since the unit 
cost of automobile travel decreases with an increase in 
speed within the speed range found in cities, automobile 
trip makers can increase their daily travel distance con-
siderably for comparatively slight additional expendi-
tu re s); 

Mobility: The number of weekday trips per 100 people 
(since trip length is assumed to remain unchanged, any 
change in the daily distance traveled is reflected in a pro 
rata change in the number of trips and hence in mobil-
ity); 

Cost/trip: In the case of transit, this was 25 cents-
3.7 cents/km (6 cents/mile)-and, in the case of auto-
mobile trips, the costs fall as traffic speed is improved, 
in accordance with the formula 

c= 1.4940 75  

where c = travel costs in dollars per kilometer and v = 
automobile speed in kilometers per hour (within a stable 
automobile travel-time budget, both standing and operat-
ing costs vary with speed); 

Expenditure/household: The figures given are for a 
household income of $8500/year, the weighted average 
of thepopulation in the study area in 1968; 

Daily distance traveled/trip maker: The total distance 
traveled per day divided by the number of trip makers. 

Daily travel cost/trip maker: The total expenditure 
by trip makers in the area divided by their number. 

The average network speed was calculated for auto-
mobiles and for transit by dividing the sum of the in-
vehicle person -kilometers by the sum of the in-vehicle 
person-hours. These speeds and the weighted averages 
for each case are shown below (1 km = 0.6 mile). 

Automobile Transit Weighted 
Case Speed (km/h) Speed (km/h) Avg (km/h) 

Base case 37.23 18.59 32.16 
Case 1 39.24 19.58 34.09 
Case 2 37.23 25.33 34.63 
Case 3 39.24 26.67 36.49 
Case 4 39.23 27.40 35.70 

Case 1 

A reduction of the private automobile fleet by 10 percent, 
due to an increase in car pooling, would increase the 
travel speeds and reduce the costs of both automobile and 
transit trips. Automobile trip makers would be able to 
travel additional kilometers within their travel-time bud-
get and would increase their daily travel while their 
costs per trip (due to higher speeds and higher rates of 
vehicle utilization) would fall from 59 to 51 cents. As a 
group, their expenditure on travel would fall, although 
the payments for car pooling would bring about money 
transfers within the group, the effects of which have been 
ignored. 

Transit trip makers would save time but not enough 
time to bring them within the preferred daily travel-time 
budget of 1.1 h. They would therefore not increase their 
travel distance. The percentage of people using transit 
would decline from 15.7 to 15.1 percent by distance and  

from 18.5 to 17.7 percent by trips. However, the in-
creased speed of transit would benefit transit operators 
by $3 million/year by reducing their capital and operating 
costs, as is discussed below. 

Case 2 

The rise in transit speeds would make no difference to 
automobile trip makers, and the vital statistics of their 
trips would remain the same as in the base case. Tran-
sit trip makers would enjoy a large saving in travel time, 
so that their original trips would take less than the pre-
ferred daily travel time of 1.1 h. They would therefore 
increase their daily trip distance. The savings to the 
transit operators would be $16 million/year. The in-
creased transit travel would raise the percentage of 
people using transit from 15.7 to 16.0 percent by distance 
and from 18.5 to 18.7 percent by trips. 

Case 3 

This combines the most favorable features of cases 1 and 
2. It produces the highest mobility of all the cases 
tested: 195.3 trips/100 persons/d, compared with 184.7 
in the base case. 

Case 4 

It is assumed that the effect of raising transit speeds to 
75 percent of automobile speeds would be to transfer 10 
percent of automobile trip makers to transit. This 
would reduce by 2.1 million the 20.8 million person.kns/d 
that would otherwise have been traveled by automobile 
trip makers. However, since transit speed remains be-
low automobile speed and there are constraints on the 
travel-time budget, only 1.8 million would shift to tran-
sit; 0.3 million person.km/d  would be lost. 

This transfer to transit would save about $55 000/d 
and lose about 19 000 h/d, so that the transfer would 
only take place if this exchange seemed attractive to a 
sufficient number of trip makers. Since no evidence is 
available as to the substitutability of money for travel 
time in Washington, D.C., in 1968, the methodology 
used here is unable to predict how many trips, if any, 
would shift from automobile to transit under the assumed 
conditions. In the Peoria demonstration project, 72 
percent of the subscription bus users were attracted from 
automobiles, but in that case the subscription services 
were reported to have enabled 67 percent of the users to 
travel as fast as, or faster than, before (7). In Washing-
ton, D.C., it is assumed that door-to-door transit trip 
speeds would remain well below automobile trip speeds. 
Case 4 results in the most favorable percentage of people 
using transit-22.9 percent by distance and 26.5 percent 
by trips-but in terms of both output and cost savings it 
is inferior to cases 1 and 3. 

ECONOMIC EVALUATION OF BENEFITS 

Benefits to trip makers result from savings in vehicle 
operating costs, time savings on the distance traveled 
before the improvement, and additional distance traveled 
as a result of the improvements. The average benefits 
per additional kilometer traveled are assumed to equal 
half the difference between the costs of travel before and 
those after the assumed improvement. Benefits consist 
of gains in money and in time; these are shown sepa-
rately. 

Benefits to the providers of public transport-mainly 
bus operators-are calculated on the basis of savings in 
capital and operating costs to be expected from speeding 
up 1500 buses. The figures related to 1968 conditions 
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Table 3. Summary of economic benefits accruing from each case. 

Vehicle Costs ($, millions/year) 	Time (h, millions/year) 

Category 	 Case 1 	Case 2 	Case 3 	Case 4 	Case 1 	Case 2 	Case 3 	Case 4 

Benefits to automobile trip 
makers 

Savings on original distance 59.9 - 59.9 33.6 8.4 - 8.4 2. 6' 
Benefits from new distance 1.6 - 1.6 2.3 0.2 - 0.2 -0.4 

Total 61.5 - 61.5 35.9 8.6 - 8.6 2.2 

Benefits to transit trip makers 
Savings on original distance - - - - 3.1 16.4 18.7 19.8 
Benefits from new distance - - - - - 02 07 04 

Total - - - - 3.1 16.6 19.4 20.2 

Benefits to transit providers 
Savings on capital costs 0.7 3.6 4.1 4.3 - - - - 
Savings on operating costs 2.3 12.4 14.1 15.0 - - - - 
Total 3.0 16.0 18.2 19.3 - - - - 

Total benefits 64.5 16.0 79.7 55.2 11.7 16.6 28.0 22.4 

Thi5 figure represents the difference between a gain of 8.4 million h to trip makers who remain in automobiles and a lots of 5.8 million h to those 

who shift to transit. 

and may no longer be relevant. A bus is assumed here 
to cost $60000 and to have a life of 10 years. At 10 
percent interest, the annual capital cost of a bus is ap-
proximately $9000. Operating costs that vary in propor-
tion to time (mainly wages) are assumed to be $ 100/ 
bus/d, or $31 200/year. Benefits to transit providers 
resulting from newly generated tra.ffic would be small and 
have been ignored. Extra revenues resulting from ad-
ditional passenger travel do not constitute an economic 
benefit, since they are offset by the extra fares paid, 
which were not debited as a cost to the trip makers. On 
the basis of these considerations and the travel charac-
teristics detailed above, the economic benefits were 
calculated in terms of the distance traveled before and 
after the change (Table 3). 

The results suggest that a 10 percent reduction in 
the private vehicle fleet in the Washington, D.C., area 
in 1968 because of car pooling (case 1) could have saved 
automobile trip makers some $61 million/year in ve-
hicle operating costs, as well as more than 9 million h, 
and that the resulting increases in transit speeds could 
have saved the bus operators $3 million/year. A sub-
stantial increase in transit speeds (case 2) would have 
saved transit trip makers some 17 million h and still allowed 
them to increase their travel distance within their bud-
getary constraints of time and money. Transit opera-
tors would have saved about $16 million/year. If both 
improvements were introduced simultaneously (case 3), 
total savings in 1968 could have been $80 million in auto-
mobile and transit costs and 28 million h. The 10 per-
cent reduction in automobile trips and transfer to 
speeded-up transit (case 4) would have resulted in the 
same money and time savings for the remaining auto-
mobile trips as in case 3 while the trips transferred to 
transit would have saved $17 million/year in travelcosts 
but have lost 6 million h. The total annual benefits would 
have been $55 million and 22 million h. 

CONCLUSIONS 

It should be emphasized that the changes assumed were 
necessarily arbitrary and were designed to indicate the 
benefits obtainable from substantial-but not implausible-
changes in travel conditions. The method can of course 
be used to evaluate likely savings from other postulated 
changes in any transport system, given the information 
about the travel habits and the budgetary and time con-
straints of different population groups. 

The most striking of the conclusions appears to be the 
indication that, in an area in which more than 80 percent  

of travel is by automobile, increased car pooling appears 
to offer greater promise for improving urban transport 
conditions than for inducing shifts from automobiles to 
transit. The first reason for this is that, under the con-
ditions prevailing in Washington, D.C., in 1968, car 
pooling involves a smaller sacrifice of time to an auto-
mobile driver than does a shift to public transport. The 
second reason is that car pooling involves the more in-
tensive use of existing equipment, while substantial 
shifts to public transport, particularly in the peak pe-
riods, would necessitate the use of additional equipment. 

The exercise also illustrated the difficulty of inducing 
shifts from private to public transport, since any sub-
stantial shift would speed up automobile trips and in-
crease the attractiveness of that mode. The analysis sug-
gests that automobile trip makers are most likely to shift 
to transit if they can gain time -as they can on the Shirley 
Highway express bus lanes -or if they are subject to a fi-
nancial penalty, such as paying for parking or road use. 

Some of the main differences between the cases tested 
are brought out in a comparison of the daily travel ex-
penditure per trip maker and his or her daily travel 
distance (Table 2). Cases 1 and 3 have obvious advan-
tages over the others, since the former minimizes ex-
penditures and the latter maximizes travel. Compared 
with the base case, all the cases tested result in in-
creased travel, and all except case 2 result in reduced 
expenditure by trip makers. 
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The urban transportation problem has been well docu-
mented: Approximately 60 percent of the people congest 
the highways with too many cars, especially during the 
commuter peak, and approximately 40 percent of the 
people are dependent on someone else for all their travel 
needs (1). At first, it was thought that the problem 
could be resolved through scientific management, better 
financing of existing systems, and the introduction of 
new aerospace technology. That was an expensive edu-
cation. Now attention is being redirected toward some 
of the institutional and structural issues that impede the. 
development of public transportation. 

Regulatory policy and procedures are developed in 
reaction to urgent public needs. Unfortunately, existing 
public policy does not change until strong public needs 
overwhelm the old policies and demand new ones. This 
is especially true when the regulatory agencies perceive 
their responsibility as being primarily judicial with little 
interest in planning and leadership for directing change. 
Thus, the most important aspect of changing regulatory 
policy is an understanding of the original purpose of 
regulation and subsequent societal changes that require 
new regulatory approaches. 

Unfortunately, it is often forgotten that regulation of 
urban passenger transportation is part of the national 
transportation policy and should not be considered inde-
pendently of the national regulatory philosophy on which 
it is based ("policy" is used here to refer to all govern-
ment actions, including legislation, funding, regulation, 
and promotion, that affect transportation). In addition, 
there are trends developing in the general field of trans-
portation, and urban policy must be evaluated in the light 
of these overall trends. This paper will make several 
points: 

Urban transportation, like intercity passenger 
and freight transportation, is shifting continually to ser - 
vices that are more flexible and labor intensive and that 
use small vehicles. It is shifting away from the com-
plicated, capital-intensive transportation networks. This 
trend began in the early 1900s. 

Existing transportation regulation was designed 
to protect those who are dependent on public transporta-
tion with little regard. for fuel and highway efficiency. 

Transportation regulatory commissions have no 
power or authority other than that of prohibiting the op-
eration of for-hire carriage that is not consistent with 
the desires of the regulatory agency. 

Regulatory agencies today are virtually powerless 
to ensure passenger service to the public, and they are 
reluctant to allow experimental demonstrations for fear 
the public will be left without even the current minimal 
service after the funding for the demonstration is ter-
minated. 

Regulatory authorities are bound by very specific 
laws. Thus, regulatory exemptions must come from the 
state legislature rather than from the regulatory bodies 
themselves. 

Perhaps the most restrictive regulatory bodies 
currently in existence are the regional transportation 
authorities, which may have very broad regulatory 
powers as well as operational authority. 

TREND TOWARD SPECIALIZATION OF 
PUBLIC TRANSPORTATION 

The evolution of simpler, more specialized forms of 
transportation can be emphasized by separating their de-
velopment into three separate but overlapping stages. 

Stage 1 

The formation of stage 1 transportation and the public 
policy that supported and promoted it began during the 
1860s and was fully developed by 1920. The emphasis 
was on promoting the construction of fixed rights-of-way 
by private transportation companies. These firms pur-
chased and operated their own equipment over their own 
exclusive rights-of-way as common carriers on a for-
hire basis. Subways, cable cars, trolleys, and rail 
systems developed during this stage. Government reg-
ulations were developed to ensure that a common level 
of service was provided to all people and that no person, 
place, or type of travel was unfairly discriminated 
against by the transportation company, which in most 
cases operated as a monopoly (2;3, pp.  197-207). 

By 1920 these public transportation systems were 
having serious financial difficulties. The causes seemed 
to stem from several factors, including overzealous reg-
ulation by public regulatory bodies; inflexible rights-of-
way that prohibited carriers from adapting to changing 
industry, trade, and commuting patterns; and the devel-
opment of the more flexible personalized service made 
possible by the private automobile, bus, jitney, and 
truck (3, chapters 11 and 12; 4; 5). The inadequacies 
of the rail system during World War I and the subsequent 
federal takeover shifted the regulatory emphasis from 
protecting the shipper to protecting the carriers' ability 
to continue service, i.e., to keep the carriers financially 
viable. 

Stage 2 

The second stage of transportation policy began with the 
Federal Highway Act of 1916, which emphasized the con-
struction of public rights-of-way. Individuals and pri-
vate companies were able to purchase and operate their 
own private vehicles on the public rights-of-way. People 
were thus able to use their own vehicles to meet their 
individualized needs and were no. longer forced to accept 
the limited service options available from existing public 
transportation networks. 

Although this approach to providing transportation was 
popularly supported, it took 25 years to develop legisla-
tion that would resolve two basic policy dilemmas: How 
could the stage 2 approach provide for individuals who 
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were not physically, economically, or emotionally able 
to purchase and operate their own vehicles? How could 
the stage 2 approach be encouraged without endangering 
the economic viability of existing systems with fixed 
rights-of -way ? 

One of the most difficult problems facing stage 2 pol-
icy makers was that only rail systems (subways, trolley 
cars, and interstate railroads) were viewed as real 
transportation. The many small and frequently marginal 
operators of trucks, buses, taxis, and jitneys were 
viewed as nonprofessional fly-by-night operators who 
were merely skimming the cream from the legitimate 
rail networks. Many were convinced that trucks, buses, 
and taxis would never become a significant part of public 
transportation since they were uncoordinated and pri-
marily provided limited, specialized services. The rail 
networks, on the other hand, were thought to be the only 
form of transportation that would ever provide depend-
able service to all people and virtually all of the nation's 
passengers and freight. 

Stage 2 policy was established by the development of 
an elaborate regulatory process designed to solve these 
problems that was perhaps best stated in the Transpor-
tation Act of 1940. Although this act applied only to 
interstate rail, motor, water, and pipeline transporta-
tion, the concept was used in numerous state and local 
ordinances to regulate intrastate and urban transporta-
tion systems. This process preserved a workable for-
hire common-carrier system by granting exclusive 
franchises to private companies that were willing to 
provide service on low-ridership routes in return for 
protection from competition on profitable routes. Thus, 
nonfranchised individuals were prohibited from providing 
for-hire service, even though they might provide better 
service at a lower cost. It was argued that the revenue 
from profitable routes was needed to support the legiti-
mate franchised carrier who would be weakened by this 
cream skimming of ridership and profit (6). 

The second dilemma was solved by bringing all modes 
of transportation under regulatory control. Rate levels 
could be regulated to protect the inherent advantage of 
each mode. It was reasoned that the public would aban-
don the modes that provided the least specialized service 
unless there was sufficient difference in the rate level. 

Stage 2 transportation policy was successful in pro-
moting the growth of flexible, personalized transporta-
tion financed and operated with private funds. Life-
styles, residential patterns, and work locations changed 
as a result of the personalized mobility provided by the 
automobile. Meanwhile, public transportation declined 
until only 3 percent of all trips by ground transportation 
were made by public transportation. 

Stage 3 

Although public policy did not change substantially until 
1958, when the abandonment of rail passenger service 
was made easier, the public continually sought new 
specialized forms of transportation. Private firms 
bought trucks, and private carriage flourished. 
Churches, clubs, commuter groups, police departments, 
and social service agencies bought buses, vans, and 
station wagons to haul clients, senior citizens, parish-
ioners, underprivileged groups, club groups, police 
auxiliaries, and group tours. Hotels, motels, and con-
vention centers bought vehicles to haul customers from 
airports to their businesses. Gypsy taxis and jitney 
services developed where the regulatory law did not 
prohibit them. Private school bus operators hauled as 
much charter service as enforcement would allow. 
While these new stage 3 services developed, the tradi-
tional stage 1 and 2 services continued to decline. 

There was no crisis to precipitate any change in reg-
ulatory policy until the 1970s. The specialized services 
were being developed by groups or agencies that were 
generally exempt from regulation, and there were no 
pressing national issues. Urban pressures for change 
were abated by turning regulatory responsibility over to 
local, well-funded transportation authorities. In the 
early 1970s six trends began to evolve. 

Concerns about the environment and public hear-
ings stalled much of the new highway construction neces-
sary to handle the growing travel demand. 

The Organization of Petroleum Exporting Coun-
tries' oil embargo and the subsequent trade deficits 
caused by crude oil prices became a major political is-
sue. This drained capital that could have been used to 
create new domestic employment opportunities. 

.3. Automobile travel costs increased because of in-
creases in the costs of insurance, fuel, safety and envi-
ronmental equipment, and parts and because of general 
economic conditions. 

Population decentralization continued from city to 
suburb and from suburb to rural communities. 

Gasoline prices increased by nearly 100 percent. 
The appropriations for transit subsidies (including 

operating subsidies) amounted to $11.8 billion. 

These trends indicate that 

National policy must focus on improving the man-
agement of existing facilities, i.e., increasing vehicle 
throughput on existing highways or increasing vehicle 
occupancy rather than continuing to build new highways 
and vehicles to keep pace with the growth in travel de-
mand; 

Stage 1 and 2 systems will not significantly in-
crease their market share of trips even with large in-
creases in fuel prices and substantial increases in capital 
grants or operating subsidies; 

Traditional systems cannot effectively operate in 
rural or suburban areas in which trip densities are low 
and widely dispersed; and 

Traditional systems are not very easily adapted 
for use by the elderly and handicapped without costly 
modifications. 

Funding has been expanded to include many alterna-
tives, i.e., 64 social service programs, section 16b2 
programs for nonprofit agencies, rural transportation 
programs, car pooling, van pooling, paratransit sys-
tems, dial-a-ride systems, and many more programs 
for which cash and equipment were provided to start 
services. In essence, specialized stage 3 services are 
developing rapidly in the public and private sectors but, 
before these services can reach their full potential, the 
stage 2 policy that was formulated before 1940 must be 
modified to permit legal operation. 

THE REGULATORY DILEMMA 

The funding of these many new programs presents a 
monumental impasse for the traditional regulatory agen-
cies. The current regulatory philosophy was largely set 
between 1935 and 1940, when demand for transportation 
was high and there was a large group of willing suppliers. 
The major goal was to ensure that an adequate, safe level 
of public transportation was provided to those dependent 
on it. This was accomplished in several ways: 

1. The for-hire carrier was held to the historic 
common-carrier level of responsibility, which required 
the carrier to exercise the highest degree of care and 
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against which there was virtually no legal defense for 
liability. 

The carrier was required to obtain approval from 
the regulatory agency on all routes, schedules, and fare 
charges to ensure that an adequate level of service was 
continued. 

In return for these obligations, the carrier was 
given a franchise to operate and rates were set to yield 
a fair return on investment. 

If the carrier was unwilling to provide service under 
these conditions, the regulatory body historically has 
been able to revoke the franchise and find another car-
rier that was fit, willing, and able to begin providing 
the services. 

After World War U and especially after 1955, con-
ditions changed. Ridership declined rapidly. Passenger 
carriers of all types—rail, bus, and transit—went out 
of business. Fares increased, service decreased, 
routes were abandoned, and emphasis shifted to charter 
and package express. 

The regulatory authorities do not have the power to 
initiate or promote services. Their only power is the 
authority to grant a franchise or deny a company operat-
ing rights unless operation is consistent with the re-
quirements of the regulatory body. The Georgia Public 
Service Commission, for example, was adamant that 
Trailways Bus System should continue to provide several 
commuter runs into Atlanta as a condition for retaining 
their certificate to operate in Georgia. Consequently, 
in November 1975, four Trallways affiliates surrendered 
all intrastate operating authority rather than incur the 
large losses associated with the required commuter 
service. 

Unless the commission can find other willing car-
riers, the citizens of Georgia will be denied not only the 
commuter service but also the intrastate service of four 
carriers. Recognizing that the commission does not 
have the funding resources to start or promote unprofit-
able service, the regulatory agencies are usually very 
careful to protect the revenues of the existing carriers 
since only a financially strong carrier can be required 
to maintain service under the threat of franchise loss. 

This problem is further compounded by the lack of 
control the regulatory agencies have over major cost 
areas, such as labor. If a company negotiates a labor 
contract with very restrictive work rules that prohibit 
carriers from serving certain groups, e.g., commuters 
or short-term charters, the commissions are powerless 
to preserve service. If public service commissions 
(PSCs) allow available lower cost carriers to provide 
selective services, then the new carriers will also want 
to haul charters, which might take revenue away from 
the existing carriers. The PSCs' power is then greatly 
eroded. If the PSCs do not permit the service, they 
strengthen their ability to continue demands that limited 
services be offered, although some people will then be 
denied services. 

The PSCs are skeptical about many of the new trans-
portation schemes. First, they are skeptical of demon-
stration projects that may serve the public well for 1 or 
2 years, until the. private operators have been adversely 
affected, and then are discontinued for lack of funds. 
Second, they are concerned that public projects, e.g., 
local transit-authorities, will start operating, be con-
fronted by economic reality, and then push for a part of 
the more profitable charter business, which would ad-
versely affect the private carriers. Third, they are 
concerned that new projects will begin outside of their 
jurisdiction, forming a two-tier level of responsibility 
among carriers—the regulated carriers that have the 
common-carrier obligation and the unregulated  

government-sponsored carriers that do not. 
The regulatory agencies must therefore be most con-

cerned about protecting the carriers they regulate so that 
some level of service to the transit dependent can be 
ensured. Since they have no funding capacity, the only 
mechanism available is the denial of franchises to all 
potential competition. 

The stage 3 transportation agency or firm can make 
a fervent appeal to the regulatory agency and win full 
support of the entire body. However, the agency may 
still not be able to receive permission to operate until 
the laws are changed or unless the service can be pro-
vided within the existing regulatory guidelines. The 
changing of laws is a very time-consuming procedure, 
while operating under existing regulatory guidelines can 
be very expensive and cumbersome. For example, the 
cost of insurance may increase two to five times if the 
carrier begins to operate legally with a certificate of 
convenience and necessity, instead of illegally without 
the appropriate certificate, because a higher degree of 
care is required of the regulated common carrier. 

REGULATORY POWER OF LOCAL 
TRANSPORTATION AUTHORITIES 

Reaction to the urban crisis resulted in the passage of 
the Urban Mass Transportation Act of 1964, which led to 
the formation of regional or urban transit authorities 
and the shift of regulatory responsibility away from the 
PSC to the local authorities. In many cases, the local 
authorities sought not only to regulate all forms of for-
hire transportation but also to use the abundant federal funds 
to purchase all operating companies in the area and 
operate them as an absolute monopoly. 

Many of the operating authorities became very expan-
sionistic and wanted to provide charter service over a 
broad geographic area in order to reduce growing operat-
ing deficits. Conflicts arose when public authority op-
erators had to obtain a PSC certificate to provide charter 
service in competition with private companies. Finally, 
national legislation, in the form of the Federal Highway 
Act and Urban Mass Transportation Act, was passed to 
reduce this conflict. 

In general, the local transit authOrity has virtually 
unlimited authority to allow any form of innovation it 
desires within its geographical boundaries. Ironically, 
many transit authorities have become so preoccupied 
with the operation of the stage 1 and 2 network systems 
that they have ignored or even prohibited the development 
of newer and more specialized services. Their logic 
is based on the same cross-subsidization and cream-
skimming logic of the PSC's stage 2 policy. Since public 
funds are available, the local transit authorities are 
reluctant to permit any form of transportation that might 
compete for increasingly scarce future federal funds 
in the face of rapidly increasing deficits. In essence, 
the federal funding has allowed transit authorities to 
become sole operators and given many of them complete 
regulatory authority over all competitors. They are then 
encouraged to enter exclusive labor agreements that 
prohibit the use of part-time labor and other innovations, 
which results in large cost increases. The major reg-
ulatory barriers to innovation are local transit authori-
ties, the state PSCs, and the Interstate Commerce Com-
mission. 

THE KNOXVILLE EXPERIENCE 

In Knoxville, Tennessee, a brokerage concept is in oper-
ation in which the role of the transit authority is to meet 
public needs rather than promote one type of service. 
This concept took a long time to develop, and it only 
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developed then because of the close cooperation between 
the Knoxville Transit Authority (KTA), several firms in 
the city (Tennessee Valley Authority and Levi Strauss), 
and the University of Tennessee. 

The Tennessee Valley Authority (TVA) and Levi 
Strauss approached KTA with a request for special ex-
press commuter bus service at about the same time that 
the mayor appointed two members of the University of 
Tennessee's transportation faculty to KTA's board. 
Simultaneously, the Office of University Research of the 
U.S. Department of Transportation (DOT) funded a re-
search project at the University of Tennessee to inves-
tigate commuter transportation alternatives. The stage 
was set for extensive experimentation. Levi Strauss 
offered to put up money to underwrite the experimental 
service, and TVA offered an in-house promoter. Since 
the first service was offered in the county that did not 
contribute to the support of the system, the KTA was 
adamant that all operating costs must be covered by the 
fare box. 

The service was extremely well received even at 
premium fares. After the first five buses were put into 
service, the manager of the transit property began to 
express his concern over the probable rising cost of the 
service if additional peak-hour service was offered with-
out compensating use during the base period. For many 
months KTA was faced with a proliferation of requests 
for additional service. Strong newspaper support in-
dicated that at last KTA was doing something right. 
Knoxville's mayor was up for reelection and wanted to 
use the express bus service as a major campaign issue. 
KTA recognized that deficits were largely determined 
by the ratio between use in the peak hour and that during 
the base period. By election time, 24 months after the 
first bus was placed in service, 15 express buses were 
operating nearly at capacity, and TVA was subsidizing 
the ride by one-third of the fare in lieu of building a new 
parking garage. Only then did KTA acknowledge that 
(a) there was a strong demand for many different types 
of public transport and (b) a very efficient stage 2 tran-
sit system could work well in many areas but was neither 
cost-efficient nor effective for a wide variety of special 
public transportation needs. KTA then encouraged the 
city to solicit private carriers to handle further expan-
sion of express routes. Two carriers were located. 

At the same time it was developing the express bus 
service, TVA started six experimental van pools. The 
city of Knoxville now has a service and methods demon-
stration grant from the Urban Mass Transportation Ad-
ministration to promote and encourage the development 
of van pools, car pools, social service coordination, and 
many other new types of service. The city has hired a 
special assistant to the mayor to handle the coordinating 
and promotion of existing and new forms of public trans-
portation. Before this could happen, however, it 
was necessary to convert KTA and the city to a 
multimodal, multiowner transportation concept. KTA 
and the city provided the mechanism, TVA and Levi 
Strauss provided the experimental site, and funding 
from DOT through the University of Tennessee provided 
the research and data necessary to evaluate the project. 
Without this unique blend of circumstances, innovation 
would have been difficult. 

In the fall of 1975, the city of Knoxville asked the 
PSC for permission to operate the van-poolportion of 
the service and methods demonstration. The PSC com-
missioners indicated they would favorably consider an 
application for a certificate, but contact with insurance 
companies indicated that premiums for a certificated 
carrier would be nearly $1500 (a noncertificated carrier 
paid only $582). This $ 10/month/rider difference meant 
that van pooling was not possible under certification. 

The PSC was petitioned for a waiver. Although it was 
very sympathetic and fully aware of the virtual nonexis-
tence of for-hire carriers in most areas of Tennessee, 
it indicated that its hands were tied and that the only way 
an exemption could be made was by court decision or a 
change in the law. A court decision would take at least 
6 to 7 months, even on an emergency basis. It took 4 
months to get the law passed. The Tennessee law ex-
empted vehicles for 15 or fewer passengers that haul 
commuters from all regulations except those dealing 
with insurance and safety. The requirement to file a 
certificate of insurance, which indicates that one has 
insurance, presented no problem. If the PSC required 
a "filing of insurance," this could be interpreted as 
evidence of intent to become a common carrier; insurance 
costs could then become prohibitive and nullify most 
legal defenses against potential claims. This is espe-
cially true for the many private van-pool operators, who 
would be put out of business if a "filing of insurance" 
were required. 

Since the commuter van program started, numerous 
social service agencies have requested the use of the vans 
during the day. Unfortunately, insurance classifications 
are for a single purpose only, i.e., private passenger 
use, common-carrier service, taxicab, or school bus. 
Therefore, if the vans were used for multiple purposes, 
they would be classified as taxicabs, common carriers, 
or rental vehicles, and the insurance costs would be 
prohibitive. For example, if the city permitted a day-
care center to use a van to transport 10 children to a 
day-care center each morning, it would have to get 
common-carrier insurance. If the day-care center got 
section 16b2 funds to buy an identical vehicle and used 
the same driver to transport the same 10 children over 
the same routes at the same time, it could get school 
bus insurance at $200 to $275/year. 

The express bus service was started in fall 1973 and 
in July 1976 carried 23789 passengers. The private 
carriers began operating in the winter of 1975 and in July 
1976 hauled 11924 passengers. The van-pool program 
became legal on March 22, 1976, and within 5 months 
57 vans were in operation (26 leased city vans, 24 TVA 
employee vans, and 7 identified private vans) hauling 
23940 passengers/month. This is in an employment 
area of approximately 100 000 people in which traditional 
fixed-route transit carried a total of 289 581 passengers 
in July 1976. There are approximately 12 000 employees 
in the central business district. TVA, the largest down-
town employer, has shifted its modal split from 68 per-
cent single-occupancy automobiles in 1972 to 18 percent 
in the summer of 1976. The number of vehicle-
kilometers traveled by commuters has decreased by 
approximately 50 percent. 

The traditional transit service covers less than 50 
percent of its operating costs from the fare box. The 
express bus service covers almost all its operating costs 
from the fare box; TVA subsidizes one-third of the cost 
to its employees. The vans cover their full operating 
costs as well as replacement cost and al1 taxes; only the 
administrative costs are subsidized. The city and KTA 
are beginning to feel that their primary role is to deter-
mine needs, locate potential suppliers, eliminate in-
stitutional barriers, and promote all forms of public 
transportation. 

SUMMARY 

There is no regulatory law that is inherently bad in and 
of itself. There was a reason for each policy and piece 
of legislation. When they are viewed in light of societal 
changes and the interrelationship with other laws, how-
ever, it is difficult to see how any change or progress is 
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possible in a highly regulated society. Perhaps one of 
the major purposes of large federal grants is to fund the 
research and experimentation necessary to initiate 
change at all levels of the highly regulated system. Gov-
ernment is well equipped to regulate and control society 
and business if only society can develop methods to keep 
regulation in tune with evolving public needs. 
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The Role of Public Utility 
Commissions in Transit Regulation 
Delmer Ison, Washington Metropolitan Area Transit Authority, Washington, D.C. 

In order to provide some perspective on my views about 
transit regulation, 1 would like to briefly review my 
urban transportation background. For the last 25 years 
I have been involved in urban transportation in one way 
or another. For 15 years I was actively involved in the 
regulation of urban transit. Since 1973, I have been 
engaged in the operation of urban transit. As a result 
of my experience, I have some very strong views on the 
subject at hand. Before preparing this paper, I dis-
cussed the subject with some key industry officials and 
representatives of key organizations, including the or-
ganization to which the public utility commissions belong. 
I believe that the views expressed here represent by 
far the majority view. 

In 1951, when I first became involved in the regula-
tion of urban transportation, transit companies were 
thriving on relatively low fares. One of the major re-
sponsibilities of the regulatory commissions in fact was 
to prevent the transit operator from making too much 
money. Today, 25 years later, urban transit can exist 
as a part of the public sector only with relatively high 
fares and substantial public subsidies. In terms of 
productivity, there are few industries in the nation that 
suffered a greater decline in the last 25 years than urban 
transit. 

The causes for this decline have been the subject of 
a great deal of debate. Some people argue that the de-
cline was caused by uninspired regulatory practices of 
the public utility commissions (PUCs). Although I have 
not always agreed with the regulatory. practices of some 
of the PUCs, I do not believe that their practices have 
been the major cause of the decline. And, since the ills 
of the urban transit industry during the last 25 years 
have been uniformly felt by the entire industry, blaming 
the regulators would require contending that the prac-
tices of almost every regulatory body were uninspired. 

Throughout the declining years of the transit industry, 
the regulatory officials were frequently criticized by the 
transit industry with respect to regulatory policies, 
particularly policies concerning fare increases. To 
overcome some of this criticism, one of my favorite 
suggestions was that we should have experimented with 
a single transit operator by giving him or her complete 
freedom as to the level of fares to be charged but impose 
service requirements that would ensure reasonable and 
adequate service to the public. Under this experiment 
the transit operator would have had a falr chance to com-
pete with the private automobile and to demonstrate his 
or her ability to survive in a real competitive situation. 
With the benefit of hindsight, I question whether the ex-
periment would have proved anything of lasting value. 

I am sure that numerous other suggestions for differ-
ent approaches could be advanced. But I question now 
whether any regulatory practices, no matter how en-
lightened or inspired, could have prevented the demise 
of the urban transit industry in many small cities and 
the serious decline in the larger cities. 

What is the proper role of PUCs with respect to urban 
transit in 1976? I believe the critical concern deals with 
the public sector of urban transit, primarily with the 
transit authorities that serve the larger cities. I believe 
that there is no longer a significant role for PUCs in the 
day-to-day operations of these public transit authorities. 
PUCs must continue to exercise controls over the right 
of entry into the business and the right of exit. This is 
not to say that the operations of transit authorities should 
not be regulated. To the contrary, it is absolutely es-
sential, in this era of high subsidies, that transit author-
ities be subjected to very specific controls in the form 
of service goals, service standards, and performance 
standards. The question is who should exercise these 
controls, how, and why. Let us first examine why. 
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As mentioned earlier, transit authorities in today's 
climate are able to exist only with the help of substantial 
public subsidies. The subsidies come from the general 
taxpayer. There is some doubt in the minds of a large 
segment of the public as to whether the public is receiv-
ing full value for the money spent. In this era of high 
taxes and high transit subsidies, we must reassure and 
convince the public that their dollars are being properly 
spent. The transit authorities' political leadership 
(boards of directors and elected officials) needs proof 
that the public's transportation system is being operated 
with maximum efficiency. 

The ideal means to let the public and the political 
leaders know that their public transportation system is 
being operated with maximum efficiency is to establish 
a service policy that incorporates goals and service and 
performance standards. Fully implemented service and 
performance standards would be the best kind of proof 
that the public's tax dollar is not being wasted. The 
current transportation service may be the best possible; 
it may be the most efficient; the public may be getting 
the most for its money. But the transit authorities have 
no proof that this is true. Service and performance 
standards provide the real proof. Service and perfor-
mance standards also provide management with real 
tools by which to determine whether too little or too 
much service is being rendered. They provide a means 
to assure that all members of the public and all segments 
of the community are being given reasonably adequate 
service based on uniform standards. They provide the 
public with specific knowledge about the level of service 
being provided and its cost. 

Service standards for public transit properties, of 
course, are not new. I question, however, whether in 
general they are being properly implemented. Service 
standards and performance standards should address 
every aspect of transit service: 

How many passengers  should be required to 
stand (a) during peak periods and (b) during nonpeak 
periods? Should the length of the trip have any bearing? 

Should maximum headways be guaranteed where 
patronage is light? 

Should owl service be mandatory without regard 
to patronage? 

How far apart should routes be spaced? 
How far apart should bus stops be spaced (a) in 

residential areas and (b) in commercial areas? 
What percentage of the passengers should have 

direct service (no transfers)? 
Where should passenger shelters be provided? 
What are the criteria for passenger shelter 

locations? 
How is it determined that new service is war-

ranted? 
How often should buses be washed and cleaned? 

A number of questions must be asked about performance 
standards: 

1. What percentage of the vehicles should be on time? 

On the average, how many revenue-kilometers 
should be operated without service disruption due to 
mechanical failure? 

What percentage of scheduled trips should be op-
erated over a given period of time? 

Should fare-box revenues cover a certain percen-
tage of the operational cost? 

How many passengers per revenue -hour should be 
carried? 

What should be the minimum number of average 
passengers per kilometer? 

Other questions should be addressed by transit au-
thorities as a matter of policy: 

What efforts, if any, should be devoted to increas-
ing ridership (a) during peak periods and (b) during non-
peak periods? 

How should transit vehicles be used? 
Should car pools be encouraged? 
What is the policy toward safety? 
How does one ensure adherence to a schedule? 

A service policy that responds to these and other 
questions through the adoption of specific service stan-
dards, performance standards, and goals will still not 
accomplish the primary objective unless the necessary 
machinery and procedures are established to assure full 
and complete implementation of standards. 

I will not attempt to answer here the question of how 
a transit authority should go about deciding on the par-
ticular service and performance standards to be used, 
since this obviously requires considerable expertise in 
the operations area, but I will attempt to answer the 
question of who should implement and enforce the service 
policy. Some people argue that this function belongs to 
an independent public agency, such as a PUC, but I dis-
agree. I believe that the service policy can be more 
effectively implemented and enforced if it is delegated 
to an office within the transit authority. This office must 
be charged with the responsibility of enforcing the ser-
vice standards, and the head of this office must have the 
authority to make whatever changes or take whatever 
actions are necessary to fully enforce the service policy. 

Machinery and procedures would have to be established 
to provide for the broadest type of input, including input 
from the appropriate transit authority offices, from the 
public, and certainly from related and concerned local 
governmental agencies. In fact, it is important to ac-
knowledge that urban transit problems are the respon-
sibility of everyone in the community, including the local 
governmental agencies. The transit authorities cannot 
solve the urban transit problem alone. The problem 
must be addressed not only by the transit authority but 
also by the governor of the state, the mayor of the city, 
the city council, the police department, and every other 
department that has any control over transportation. 
The maChinery to implement the service standards must 
include input from these governmental agencies if we 
are to solve our urban transit problems. 
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Participants at the conference made many interesting 
recommendations and suggestions for improving the reg-
ulation of urban public transportation. These recom-
mendations represent the diverse views of the individ-
uals present and do not represent views adopted by the 
conference as a group or the views of any organizations. 
They are here organized into proposals to modify local 
regulation of entry and exit, proposals to change con-
straints on and incentives for existing carriers, and 
proposals for federal action. 

PROPOSALS TO PROVIDE FOR 
ENTRY AND EXIT 

1. Eliminate regulatory restrictions that inhibit car 
pools and van pools. 

Promote changes in insurance regulation that 
would allow people driving in organized car pools to make 
a profit without being considered common carriers. 

At the same time change existing state laws to 
increase the minimum insurance required for those who 
drive car pools for profit; this would prevent one from 
taking advantage of the possibility of profit in car pooling 
without the responsibility of sufficient insurance cover-
age. 

Exempt from regulatory control vehicles that 
carry fewer than 15 persons, are driven by a work-trip 
commuter, and are used to commute to and from the 
place of employment (those vehicles would, of course, 
still be subject to the minimum safety and insurance 
requirements for private passenger vehicles). 

2. Permit entry of competitors to public transit under 
controlled circumstances (e.g., during rush hours) to 
reduce operating deficits or meet the special needs of 
certain groups (e.g., the handicapped and elderly). 

3. Permit free entry if no public transit now exists 
or if existing carriers would not be threatened, pro-
vided minimum safety and insurance requirements are 
met. 

4. Permit free entry by all suppliers of specialized 
services that are in direct competition with conventional 
transit and change the role of the public operator to that 
of the supplier of last resort. 

5. Remove restrictive legislation on entry at the 
neighborhood level and establish a period of "benign 
neglect." 

PROPOSALS FOR CONTRAINTS ON AND 
INCENTIVES FOR EXISTING CARRIERS 

Institute atransportation broker, who matches 
the demands of particular groups with the capabilities 
of alternative suppliers (see paper by Frank Davis in 
this Special Report). The broker would not be associ-
ated with the interests of any supplier or mode. 

Allow a certificated carrier to use any technol-
ogy or mode to provide a service (e.g., allow substitution 
of taxi service for night-owl transit service). Different 
service concepts that use the same vehicle should also 
be permitted. Regulation should not prevent an operator 
from choosing the most efficient operating method to 
meet a given service requirement. 

Require suppliers of transportation services to 
bid on service at frequent intervals (perhaps on specific 
routes, rather than on the entire system) as is done for 
school bus service or using an owner-operator concept. 
Subsidies could be paid to these independent contractors. 

Permit certificated carriers to reduce or elimi-
nate service when they are adversely affected by new 
entry and provide other mechanisms for resolving dis-
putes between new entrants and established carriers. 

Permit test marketing of innovative transporta-
tion concepts through temporary deregulation that, if the 
innovation is successful, will be the basis of permanent 
changes in regulation. 

Regulate public or subsidized private carriers 
either through incentive contracts or through specific, 
detailed service and performance standards. 

Increase the coordinating and integrating function 
of regulation, reduce the competition between modes, 
and move toward the European approach. 

Better integrate the specialized systems now pro-
vided by government and private social service organiza-
tions with existing public transit service to use resources 
better. 

Complement changes in the regulation of public 
transit with disincentives to use the private automobile. 

Modify the regulation of taxicabs so that 
They may render, from time to time, any of the 

following: exclusive -ride service, shared-ride service, 
multiple-ride service, jitney or demand-jitney service, 
dial-a-ride service, and specialized service at contract 
rates. 

The mode may be varied from time to time, 
either by the licensee or by the chauffeur (with some 
suitable notice), at their own option or at the request of 
the passenger(s). 

If the city (or county) wishes to institute a new 
mode, it will first offer the opportunity to do so to exist-
ing licensees. 

If any licensee wishes to experiment with some 
new or different demand- re spon sive service, he or she 
may do so for a reasonable time without incurring an 
obligation to continue to do so. 

If a new licensee is authorized to provide demand-
responsive transportation service that may deprive ex-
isting licensees of revenue, the new licensee will post 
a bond to indemnify existing licensees for such depriva-
tion, payable in the event that the new licensee abandons 
the service for which it was licensed. 

Fare regulation will be structured to provide for 
flexibility while at the same time protecting the public 
from imposition. 

Deadheading to airports is eliminated. 

PROPOSALS FOR FEDERAL ACTION 

Undertake, within the Urban Mass Transportation 
Administration (UMTA), a major, comprehensive study 
of economic regulation to learn more about each city's 
services, modes, restrictions, and administration and 
about the consequences of alternative means of regulation 
for mobility, productivity, energy, and the environment. 

Develop model federal legislation for regulation 
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and insurance to accomplish alternative local regulatory 
objectives. 

Pass an act of Congress designed to reduce in-
surance problems of ride-sharing arrangements (includ-
ing car pools, commuter bus clubs, and leased vehicles). 
This act might set minimum insurance requirements, 
set upper limits of driver or operator liability, and 
provide the mechanism for individual riders to buy more 
insurance if they wish. 

By appropriate congressional and executive-
branch actions, develop a time-phased schedule to re-
duce local economic regulations (e.g., over a period of 
10 to 15 years). The emphasis would be on reducing 
entry requirements for paratransit services. Minimal 
progress would be a condition for receipt of federal aid. 

The goal of this program should be to harness the po-
tential of private entrepreneurs to the greatest extent 
possible to satisfy locally articulated needs. 

Make it easier for taxicabs that operate in a mass 
transit service mode under substantially less regulation 
(group riding, jitney service, and group contract ser-
vice) to be eligible for UMTA funds and funds from the 
U.S. Department of Health, Education, and Welfare. 

Finally, some participants at the conference felt that 
recommendations and further study were unwarranted 
This group based its views on an assessment that regula-
tion was not a priority issue in urban transportation and 
on an assessment that the problem could be best solved 
by leaving it to local initiative. 
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There is almost no issue facing the transit industry that 
does not involve the transit work force and that does not 
have implications for the relationship between transit 
management and transit labor. Discussions in the work-
shop on issues in labor relations therefore ranged over 
many of the subjects raised in the other four workshops 
but primarily in the context of the decision-making pro-
cess by which wages, hours, and conditions of employ-
ment are determined. 

LABOR COSTS 

Because labor costs account for 65 to 80 percent of the 
total operating expenses of a transit system (depending 
on the comprehensiveness of the definition of labor cost), 
the workshop turned first to wage determination and to 
the factors that bear on wage levels. Average transit 
wages were 10 percent below the national average wage 
in manufacturing in 1965 but had risen to 4.4 percent 
above the manufacturing average by 1973. The level of 
labor costs is a function of the level of service provided 
by the system; the expanded service that has accom-
panied the transition from private to public ownership 
has had an impact on labor costs, as have the catch-up 
demands that confronted the new public owners. 

Both labor and management recognize that data re-
lating to wages and to employment and operating costs 
are key elements in negotiations, but wish to protect 
their own positions and those of their colleagues in other 
cities. The collection of uniform data on a national basis 
is made difficult by the roles that politics and local fac-
tors play in reaching local wage -and-benefit decisions. 

The Urban Mass Transportation Administration 
(UMTA) has developed the Financial Accounting and Re-
porting Element (FARE) system to compile nationally 
uniform data on operating costs. UMTA's intent was 
discussed with particular attention to the potential use 
of FARE data as a pretext for cutting back on subsidy 
payments to high-cost systems or to those experimenting 
with new services. Although there was general agree-
ment with labor's observation that the industry (both 
labor and management) will have to account to the tax-
payers for continuing federal and state contributions (in the 
light of competing claims for the same dollars), urban 
transit's contribution to the community in the broader 
context of the economic and social base of the service 
area must also be assessed. 

PRODUCTIVITY 

Contributing elements in the declining use of public tran-
sit in the last 30 years have included (a) the rising level 
of personal income (and of reliance on the automobile); 
(b)the suburbanization of residences, which has pro-
ceeded faster than the suburbanization of jobs; and (c) 
the increasing concentration of transit trips in the peak 

periods and of automobile use for off-peak trips. Be-
cause these factors are in general beyond the industry's 
control, productivity in the context of more efficient use 
of the industry's resources becomes more siguificant. 

Acceptance of the number of vehicle kilometers op-
erated as a measure of productivity was urged since this 
includes the effect of expanded service and of other social 
objectives on the output of a given system; on this basis, 
capital productivity has increased at an annual rate of 
0.5 percent and labor productivity at a rate of 1.0 percent 
since World War II. 

The participants' initial positions on productivity re-
flected their traditional arguments in terms of the in-
flexibility of work rules and peak-hour problems (on the 
part of management) versus failure to take advantage of 
opportunities available under the contract (on the part of 
labor). As the discussion proceeded, a consensus began 
to evolve around a joint concept of urban transit as a ser-
vice industry and of the innovations that are indeed avail-
able to transit management both on its own and in the 
context of more open consultation with labor where 
labor's interests are affected. 

COLLECTIVE BARGAINING 

The key issues with respect to the institutional frame-
work for collective bargaining in urban transit are the 
political ramifications of collective bargaining under pub-
lic ownership; as one management spokesman put it, 
"We are confronted with serious problems of political 
input because we do not have the flexibility today that we 
had under private ownership." 

Although collective bargaining in urban transit has 
been carried over from the days of private ownership and 
transit employees typically negotiate separately from 
other groups of public employees, the politicization of 
the bargaining process has tended to diffuse decision-
making authority (creating problems for both transit-
system operators and union officials) and has brought 
into the collective bargaining procedure public officials 
who have little experience or background in labor nego-
tiations (e.g., members of a transportation authority). 

The issue of nationwide consistency on the legal status 
of collective bargaining was raised; labor supported this 
approach, and management generally opposed it. There 
was clear consensus that the substance of labor agree-
ments must be dealt with on site at the local level, tailor-
ing the terms of the contract to the needs of the employ-
ees and of the operating management, in the context of 
the political climate of the community. 

PARATRANSIT 

Even though the ultimate potential of paratransit is not 
known, interest in paratransit has increased enormously 
since the mid-1960s. During this time, traditional tran- 
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sit operators have tended to move slowly and cautiously 
in experimenting with demand-responsive transit. Labor 
had indicated some early enthusiasm for dial-a-ride but 
has become more skeptical of paratransit as it has ex-
panded, particularly in regard to employee protection. 
The workshop discussion suggested that the integration 
of traditional transit and paratransit can help to boost 
ridership on traditional transit. 

POLITICAL IMPACT 

The framework for collective bargaining must involve 
organizations that have the capacity to agree and to dis-
agree. A realistic appraisal of public-transit bargain-
ing must therefore recognize that reaching an agreement 
includes lobbying, electioneering, and politicking, as 
well as negotiating at the table. In the broader context 
of a balanced federal role, federal policy should take 
account of the needs of the region a transit system serves 
rather than only the needs of its central city. 

EMPLOYEE PROTECTION 

Implementation of the statutory requirements of section 

13c for a given property largely reflects the ongoing 
collective -bargaining relationship between its manage - 
ment and labor. There have undoubtedly been examples 
of overzealous use of section 13c bargaining; wage rates 
may, in some instances, have been driven higher than would 
otherwise have been the case, especially if the availability 
of federal subsidy dollars was also an issue. On the other 
hand, the vast majority of section 13c agreements covering 
operating assistance and capital projects are now nego-
tiated with a minimum of difficulty or dispute. 

A critical policy question yet to be resolved is whether 
section 13c will be extended to cover paratransit and non-
fixed-route transit services such as taxis. At some point, 
Congress will probably have to determine how this kind of 
transit is to be integrated into the concept of mass trans-
portation; this may require a resolution of appropriate 
levels of federal assistance for such services as well as 
the extension of protection to affected employees. 

The discussants agreed that for section 13c, as for 
many of the other subjects covered, the key labor-
relations element in increasing the survivability of urban 
transit is the demonstration of trust and good faith be-
tween labor and management. 

Labor Costs and Collective 
Bargaining in Urban Mass 
Transit: Problems of Definition, 
Measurement, and Resolution 
Richard U. Miller, Craig A. Olson, and James L. Stern, Industrial Relations Research Institute, 

University of Wisconsin—Madison 

Few institutions in the United States have undergone such 
rapid and far-reaching changes as the urban transit in-
dustry. Although they were largely private in 1960, the 
systems of every large metropolitan system, save that 
of New Orleans, had passed into the hands of some unit 
of government by 1976. The transition to public owner-
ship was facilitated by federal, state, or local financial 
assistance for capital acquisition, demonstration proj-
ects, and operating assistance. 

Without government assistance, the privately owned 
mass transit system could not survive. With govern-
mental assistance, the quality of service has been im-
proved; special services and fares for the elderly, 
school children, and the disadvantaged have been inau-
gurated; and technological innovation has been en-
couraged. Although in the last year or so the industry's 
ridership and revenues have begun to respond positively 
(1), the long-term picture, as shown below, has been 
bleak to say the least. 

Percent 
Item 1950 1974 Change 

Average number of employees 240 000 153 100 -36 
Revenue passengers (000 000s) 13845 5606 -60 
Operating revenue ($000 000s) 1452 1940 +34 
Operating expenses ($000 000s) 1297 3102 +139 

Compared with 1950, by 1974 employment had declined 
by 36 percent, revenue passengers were down by 60 
percent, and the shortfall in revenue had reached $1.3 
billion (more than $1.7 billion by 1975). Thus, even 
though the combined operating assistance from public 
agencies exceeded $1.4 billion, it was short of total 
operating expenses by $300 million. 

Public ownership has ensured that the industry will 
survive, at least for the time being, but it has clearly 
not solved the cause of urban transit's ills. Moreover, 
state and municipal levels of government are strained 
to the point that continuation of their shares of operating 
assistance may be severely limited. Reduction or elim-
ination of these contributions would probably spell the 
end of hopes for recovery of the industry. 

A good deal of concern has been focused on the in-
dustry's labor relations in general and labor costs in 
particular. This is to be expected, since urban transit 
has been well organized since before the turn of the cen-
tury and its unions are among the most powerful in the 
American labor movement. This situation, coupled with 
the fact that labor costs are reported to constitute 65 
percent of total operating costs (2), ensures a constant 
close scrutiny of the labor sector of the industry. 

Certain authors believe that the combination of gov- 
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Table 1. Operating statistics for 32 bus properties in 
1965 and 1973. 

Percent 
Item 	 1965 	1973 	Change 

Total revenue passengers 	774 980 000 	668 610 000 -10.25 
Total number of employees 	18 415 	18 814 	+2.17 
Operating revenue, 	 214 660 000 	240 210 000 +11.90 
Operating expenses, $ 	200 580 000 	297 520 000 +48.33 
Compensation to bus op- 

erators, $ 	 83 347 000 	153 340 000 +83.98 
Full-time operator wage 

rate (avg), $ 	 2.44 	 4.25 	+74.18 
Bus-hours 	 25 000 000 	24 606 000 	-3.98 
Bus-kilometers 	 462 820 000 	479 550 000 	+3.62 
Avg change in ridership 

in each system 	 -19.56 
Avg fare, cents 	 29 	 36 	 +24.71 
Penalty time 	 1.333 	1.466 	+9.98 
Consumer price index 

(1967 = 100) 	 94.5 	 133.1 	+40.85 
Avg hourly manufacturing 

earnings (nonsupervisory 
personnel), $ 	 2.61 	 4.07 	+55.9 

Note: 1 km = 0.6 mile 

ernment subsidies and union strengths gives rise to the 
following causal chain: union power -. high wages — 
higher labor costs -. high deficits -. high subsidies - high 
wages and so on, in a transit-system version of the 
wage-price spiral. For example, Hilton (3) argued, in 
criticizing employee-protection requirements, "Through 
section 13c UMTA [Urban Mass Transportation Admin-
istration] strengthens unions in the field and thus tends 
to solidify the present noncompetitive organization of the 
industry. Moreover, UMTA strengthens unions in the in-
du stry by making the industry more capital intensive. .. 
He contended further, "The high level of wages for 
unionized drivers makes transit systems opt for a rel-
atively large vehicle, a dieselbus of 50-passenger capac-
ity." Although Hilton was opposed to capital subsidies, 
Fitch (4) considered this approach preferable to operating 
subsidies. His rationale was, however, much the same as 
Hilton's, i.e., operating subsidies might result in the dis-
sipation of funds through union wage gains. 

We have several objectives in taking up the issues 
associated with labor costs in the urban transit indus-
try. First, we wish to report some preliminary results 
of research on labor relations in the transit industry 
that is now under way at the University of Wisconsin. 
Second, issues related to the measurement, collection, 
and use of data on labor costs and related factors will 
be explored. Third, on the basis of our re search over the 
past 2 years, we will discuss some alternatives aimed, on 
the one hand, at improvingboth the validity and the acces-
sibility of cost data and, on the other hand, at reducing the 
gap between operating expenses and revenue. Finally, a 
modest suggestion will be offered for modifying the 
bargaining approaches of transit labor and management. 

WISCONSIN STUDY 

In the spring of 1975, a study of labor relations in the 
transit industry was initiated at the Industrial Relations 
Research Institute of the University of Wisconsin—
Madison. The project, supported by a grant from the 
U.S. Department of Transportation, was divided into 
four parts: (a) the legal framework for collective bargaining 
in urban transit, including the role of 13c; (b) an analysis 
of the Amalgamated Transit Union (ATU), including its 
structure, bargaining policies, and future role; (c)the ef-
fects on bargaining of the transition from private to public 
ownership, the impact of subsidies, and the use of arbitra-
tion in settling interest disputes; and (d) ,an examination 
of the determinants of wage rates and labor costs through 

cross-sectional and longitudinal statistical analysis. 
Data were gathered in a variety of ways, including 

field interviews with labor and management at 25 prop-
erties. In addition, a sample of 60 properties that had 
supplied annual data to the American Public Transit 
Association (APTA) from 1960 to 1973 was used as the 
basis for wage and labor cost studies. An outline of 
operating statistics derived from U.S Department of 
Labor data for 32 properties is shown in Table 1. One 
final point to note is that rail and multimodal systems 
were excluded from the analysis. 

Legal Framework for Bargaining 

A major initial task of the project was to unravel the 
legal tangle that envelops labor relations in urban tran-
sit. The job proved more onerous than had been antici-
pated and has not been resolved entirely to our satisfac-
tion. Nevertheless, several generalizations can be 
drawn from our work. 

First, the so-called Memphis formula, whereby the 
transit system's governmental owners contract with a 
management service firm that then bargains with the 
unions, is not legally viable as a means of providing 
private-sector status for what are essentially 
government- owned properties (5, pp. 7-24). A reyiew 
of National Labor Relations Board (NLRB) decisions 
clearly shows that, if the issue is raised with the NLRB, 
it will decline jurisdiction. This has obvious implica-
tions for the handling of representation issues, unfair 
labor practices, and the legality of work stoppages. In the 
future, the parties will therefore have to accommodate 
their bargaining activities, including the requirements of 
section 13c, to the state and local legal frameworks. 

With regard to section 13c, our interviews with labor 
and management at the 25 properties visited, as well as 
those with appropriate government officials; suggest 
that, at least as far as the capital grants program is 
concerned, section 13c has not been the impediment to 
the acquisition of capital grants that was predicted. 
Whether this will be equally true of the operating sub-
sidies remains to be seen. 

If nothing else comes through from the analysis, one 
central fact must be recognized: Transit properties are 
now organizational extensions of government, and transit 
workers are thus public employees, despite the instru-
ment of private management firms. The labor-relations 
issues of urban mass transit will therefore themselves 
be extensions of the social, economic, and political 
problems of the cities. Labor and management can 
neither insulate their bargaining from their urban envi-
ronments nor expect that the outcomes of such bargain-
ing will be left in the hands of the parties. Just as is 
happening in health-care bargaining, the third-party payers 
may choose to exercise their veto powers. Transit systems 
in cities like New York may not find this a new or startling 
conclusion. For other systems, however, political cri-
teria may increase in importance. Benchmarks for deter-
mining wage increases may be the increases won by other 
city employees instead of gains made by private-sector 
workers and transit employees in other. areas. 

Labor Costs and Wages 

One of the first, concerns of our research was to attempt 
to identify factors that significantly affect transit wages. 
The findings suggest that manufacturing earnings in the 
local private-sector labor market and city size are the 
key variables for explaining differences in transit wages. 

A second area of concern was to evaluate the impact 
of public ownership on wages and labor costs. Our find-
ings indicate that there is no statistically significant dif- 
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ference between wages paid in public and private sys-
tems, but these findings are not consistent with those of 
other researchers (6). The differences in the results 
are probably due to differences in the samples of prop-
erties analyzed and the quality of the data available. Al-
though no wage differences across systems were found 
for any single year, over time the wages of transit em-
ployees in relation to manufacturing earnings changed 
significantly. For our sample of 32 transit systems, 
operator's wages were almost 10 percent lower than the 
earnings for nonsupervisory personnel in the manfactur-
ing sector in 1965. By 1973 the transit union rate was 
about 4.4 percent higher than hourly manfacturing earn-
ings. 

Beyond the issue of wage levels in public systems, 
there is the more basic question of what happens to 
wages when public capital or operating subsidies are 
available. It was argued during the course of Congres-
sional hearings on the various mass transit bills that 
federal subsidies would be of more benefit to transit 
employees than to transit riders (7). Analysis of the 
data for the properties in our sample does not confirm 
the hypothesis that higher operating subsidies in public 
systems lead to increases in transit wages. It is, there-
fore, premature to conclude, as have such critics of the 
subsidy program as Hilton (3), Fitch (4), and Tye (7), 
that operating and capital assistance are being dissipated 
through excessive union wage gains. 

These results must be interpreted cautiously because 
of the nature of the data available for analysis. We be-
lieve the quality of the data reported varies tremen-
dously from system to system and that this may be a 
major factor contributing to the findings of no relation-
ship between wages, subsidies, and public ownership. 

LABOR COSTS IN TRANSIT: 
MEASUREMENT, DETERMINATION, 
AND CONTROL 

It is appropriate to keep in mind that labor cost is cus-
tomarily divided into three categories: (a) direct wage 
payments; (b) indirect compensation, including deferred 
payments through pensions, premium or penalty pay-
ments, payments for time not worked (such as vacations, 
holidays, lay-up or turn-in time), and payroll taxes, to 
name just a few; and (c) overhead that is related to the 
administration of employment or labor-relations pro-
grams (such overhead may be handled in a variety of 
ways, some of which may not recognize it as a labor 
cost). 

Note that changes in a number of the items in these 
categories may not be a consequence of collective bar-
gaining. For example, payroll taxes have risen rapidly 
in recent years as Congress has expanded the Social 
Security and related systems. In addition, the rapid 
spiraling of health costs has meant that the cost of pro-
viding health insurance programs to employees has 
become increasingly exorbitant. 

The level of labor costs is also a function of the level 
of service provided by the system. Thus, as bus-hours 
increase, so too may the need for operator -hour s— a 
need filled by hiring more drivers or scheduling more 
overtime at higher rates. 

The greatest impact on labor costs of the transition 
from private to public ownership may be in the area of 
expanded service. As social and community goals have 
tended to replace strictly economic criteria, service 
has been added at times with only minimal regard for 
whether the added revenues would cover the additional 
operating expenses. 

Absolute levels of expenditures for labor costs need 
to be related to physical output or revenue to be made  

more meaningful. It is therefore customary to relate 
various measures of labor cost (such as total payroll, 
compensation received by bus operators, or average 
hourly wages), to such transit output measures as num-
ber of passengers, bus-hours, bus-kilometers, and 
revenue passengers. 

Care must be taken in the use of these measures to 
avoid misleading conclusions, as could happen in the 
case of the well-known long-term decline in ridership, 
a phenomenon that is for the most part beyond the con-
trol of both labor and management. For example, in one 
of the larger midwestern cities in our sample, service 
was expanded by 15 percent between the years 1965 and 
1974. During this same period, the labor cost per rev-
enue passenger increased from 9 to 28 cents. Unfortu-
nately, ridership also declined by 24 percent; had it re-
mained at the 1965 level, the increase in labor cost per 
revenue passenger would have been only 18 cents, a fig-
ure more in line with the service expansion undertaken 
by the system. 

The fare policies of particular transit systems are 
of obvious importance in the calculation of labor cost-
efficiency figures. Fares may be set on the basis of 
social goals or political considerations. Thus, reduced 
fares for senior citizens or school children, liberal 
free-rider provisions, and restrictions on raising fares 
in line with costs all have distorted the figures on indus-
try revenue. Evidence of this is not hard to find. For 
example, the average fare for the industry as a whole 
was 20 cents in 1965 and 32 cents in 1973 (1). When the 
1973 figure is translated into 1965 dollars, it is only 23 
cents. A further case in point is our own sample of 
properties, which reveals that, in real terms, the aver-
age fare was lower in 1973. thanin 1965 (25 cents as 
opposed to 29 cents). 

In the original research undertaken for UMTA at the 
University of Wisconsin, an attempt was made to mea-
sure the relationships of four aspects of labor cost to 
collective bargaining: the wage rate, health and welfare 
benefits, penalty payments and payment for time not 
worked, and the supply of transit services. The first 
and fourth aspects were discussed previously. The 
second aspect, health and welfare benefits, could not 
be fully analyzed for transit because of the lack of avail-
able data. Unfortunately, there is almost no public in-
formation that would permit an evaluation of the benefit 
and funding levels of the various pension plans in the 
industry. This limitation is serious because of the major 
role these benefits play in employee compensation. Al-
though we know very little about the health and welfare 
benefits in the industry, we can say that both wages and 
fringe benefits are influenced by compensation levels in 
the community and industry. 

The last component of labor cost considered in our 
research was payment for nonproductive or penalty 
hours, by which we mean the number of straight-time equiv-
alent hours in excess of bus-hours. For example, if a 
bus operator works for 1 h beyond the scheduled limit 
for the run and the penalty rate is 11/a  times the hourly 
rate, we would call this a half hour of penalty time. This 
component of labor cost can be calculated for each sys-
tem if we know the number of bus-hours, the total com-
pensation to bus operators, and the union wage rate. In 
practical terms, this figure is simply one plus the ratio 
of nonproductive hours and penalty hours to total bus-
hours. If there is no measurement error in either bus-
hours or the union wage rate received by operators, we 
would expect this penalty measure to be greater than 
one. A value greater than one reflects the nature of the 
demand for service in the transit industry and the con-
tract protections that have evolved. 

The penalty times for the systems in our sample for 
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1965 and 1973 are shown in Table 1. In 1965 the pay-
ment to bus operators for 1 bus-h of service was 1.333 
times the wage rate for full-time operators, and in 1973 
it was 1.466 times the wage rate. Although the labor-
contract provisions that provide for vacation, holiday, 
and penalty-time payments affect the amount of the pen-
alty time, the increase during this period is probably 
due to increases in vacations, holidays, and sick leave 
rather than to more restrictive work practices. 

Differences between systems and changes over time 
in this penalty figure are determined by many factors 
other than collective bargaining. For example, rider-
ship patterns and the efficiency with which the system 
is managed have a significant impact. We would expect 
a high ratio of penalty time to bus-hours in systems in 
which the peak-to-base ratio and length of time between 
morning and evening service peaks are high. Although 
these ridership patterns may be marginally influenced 
by management's marketing policies, they are, to a very 
large degree, uncontrollable and certainly outside the 
normal scope of collective bargaining. In similar fash-
ion, differences in management efficiency in route and 
run scheduling may also be important in explaining dif-
ferences in penalty time. 

Attempts to statistically analyze differences in pen-
alty time between systems were not very fruitful. The 
reasons for lack of results are again basically a conse-
quence of inadequacies in industry data. This is doubly 
unfortunate since, where there is adequate historical 
data on costs and labor-contract terms, this measure 
can be a valuable aid to both sides in bargaining. One 
of the problems that occurs in bargaining about changes 
in work rules is that management and the union have 
trouble determining and agreeing on the cost savings 
that would occur as a result of a contract change. This 
inability to determine the savings that result from a 
change makes it almost impossible for agreement to be 
reached on how the savings should be distributed be-
tween the parties. With good operating information, the 
penalty-time measure suggested here could assist the 
parties in solving the thornier issues of work rules that 
currently plague the industry. 

INADEQUACY OF CURRENT LABOR 
COST DATA 

The discussion of labor costs in this paper and the more 
elaborate analysis forthcoming in our report are based 
on statistics made available by APTA. Without their 
cooperation a good part of our work could obviously not 
have been conducted. However, through no fault of 
theirs, the data they have collected have several severe 
limitations. 

First, the available information was not sufficient to 
permit examination of those aspects of labor cost that 
are a function of differences in pension levels, funding, 
and cost. Another lack is that of data on numbers and 
expenditures for nonunion, nonoperating, and manage-
ment personnel. Statistics for a group of bus systems 
that are included in the 1974 APTA Operating Report 
show that bus operators represent 66 percent of all tran-
sit employees and receive about 59 percent of the total 
compensation that is reported as payroll costs. While 
much of the remaining payroll cost is accounted for by 
wages and salaries of members of the bargaining unit 
who are not bus operators, it is also likely that profes-
sional nonunion support personnel receive a large share 
of this remaining payroll. Have the earnings and num-
bers of these people increased faster than the earnings 
and numbers of operators? If so, responsibility for the 
rapid changes in labor costs must be shared by this 
group of transit employees, but the information required  

to respond adequately to this question is not available. 
A second problem with the existing data is related to 

the philosophical notion of open government and public 
access to information. The APTA data are not public 
information but, for almost all purposes, the industry 
is a publicly owned service that is heavily subsidized by 
federal, state, and local government. For this reason, 
there ought to be system-by-system data available to all 
levels of government and the public so that meaningful 
policy discussion can occur. 

Public access to system-by-system data is required 
because the aggregate statistics often available for a 
group of systems can be misinterpreted. This problem 
can be demonstrated by examining the two ridership 
figures reported in Table 1. The total ridership change 
for the sample systems was a decline of about 10 per-
cent between 1965 and 1973. However, the average 
decline in ridership for the system was almost 20 per-
cent. The reason for the difference is that the change 
in number of passengers in the first measure is weighted 
by the size of the system. The first figure is equal to 

32 	 /32 
I - 	passengers in I9731/ passengers in I965 	 (1) 

i=l 	 I i=1 

whereas the second figure is equal to 

(i 
-32 

passengers in 1973 1/Passen5ers in 1965)/32 	 (2) 

Neither one of the measures is correct for all uses. The 
former measure indicates how the total industry (32 ob-
servations in this example) has changed. The second 
figure tells us the average decline in ridership for the 32 
systems. Without access to property-by-property data, 
interested individuals cannot compare the two figures. 

In addition, the fact that reporting has historically 
been voluntary has created gaps in the data record. 
Omitted data, variability of definitions, and inaccuracies 
in reporting were a major obstacle to the proper statis-
tical analysis of the wage and labor cost data. For ex-
ample, in 1965 and 1973, there were only 32 bus systems 
that reported the information we needed for both years. 
The original sample of 60 properties at times provided 
useful information on 32 to 39 systems, and the larger 
sample of 110 was eventually reduced to only 66 usable 
transit properties. This makes a longtitudinal examina-
tion of changes in the industry difficult. Also, the dif-
ferences made by which systems report data each year 
can make the aggregate statistics as reported in the APTA 
Fact Book misleading. In 1974 many more systems filed 
operating data with APTA than had in 1973. Thus, the 
increase in total revenue passengers reported in the Fact 
Book between 1973 and 1974 may be due to the larger 
number of systems reporting rather than to a real in-
crease in passengers. 

There is therefore great anticipation among the policy-
makers, transit managers, and scholars awaiting the 
implementation of Project FARE (Uniform Financial Ac-
counting and Reporting Elements). The project is an 
outgrowth of a study undertaken by Arthur Andersen and 
Companyin conjunction with UMTA and an 18-member 
Transit Industry Control Board (8). Project FARE is 
designed to provide, among other objectives, standard-
ized and reliable operating and financial data from in-
dividual transit properties. Data would be reported to 
UMTA on a mandatory basis beginning in 1978 and would 
be a condition of participation in the section 5 grants. 

By providing mandatory, systematic, and neutral data 
collection and reporting, Project FARE should, in the 



145 

future, create a much better base for the analysis of 
transit cost, productivity, and related data. In the 
meantime, answers to the kinds of questions posed in 
the research reported here can only be made tentatively 
and accepted even more cautiously. 

URBAN MASS TRANSIT AS A 
PUBLIC-SECTOR INDUSTRY 

Greater acceptance of the fact that urban transit is no 
longer a private-sector industry is in order. As stated 
earlier, the fate of mass transit is inseparably tied to 
the social and economic plight of the cities being served. 
The force of events is increasingly imposing this point 
of view on the parties but under conditions that seem to 
be dysfunctional for the industry and its labor-
management relationships. We are suggesting that, if 
the transition to full city or urban governmental status 
could be planned, the integration of transit units could 
be achieved more smoothly. 

Among the implications of recognition and acceptance 
of urban public-sector status might be reduction in over-
head labor costs, since the recruiting, hiring, and ini-
tial tralning of transit personnel might be shifted to the 
urban government itself and administered through a cen-
tral personnel office. In addition, the problems of 
staffing under peak rider demand might be handled by 
shifting other city employees into transit activities as 
the need arises. Meter malds, other vehicle operators, 
or (perhaps, given the dangers of bus driving these 
days) even police officers might be assigned temporary 
driving duty. The effort would be to match the public 
services that have different consumption peaks, thereby 
allocating penalty time beyond the boundaries of the 
transit system. 

In the same vein, an alternative approach to handling 
peak loads might be to use a pool of part-time drivers 
retired from the transit system. At a time in which 
retirement benefits are generally not keeping pace with 
cost-of-living increases, qualified retirees might be 
quite happy to return to work on a limited basis, assum-
ing that, if the retirees were over 65, the scheduling 
of hours worked would be in keeping with the dollar lim-
its established by the Social Security Administration. 
The use of transit retirees would have several advan-
tages. First, the union would be protected, because 
nonunion, nontransit employees are not being employed; 
second, driver efficiency would be quite high and train-
ing costs would be minimal; and, finally, indirect wage 
costs and penalty payments would be reduced. Obvi-
ously, a proposal such as this would have to be imple-
mented jointly by the parties, incorporating income and 
job guarantees for all full-time employees who wish to 
work full time. 

Recognition of transit as a public employer also 
raises direct issues for collective bargaining. If the 
NLRB in fact does not have jurisdiction, the legality of 
the strike is in question. Very few states permit strikes 
by public employees, and those that do generally allow 
it only on a limited basis (5). Historical experience with 
collective bargaining supports the conclusion that, if the 
strike weapon is to be curtailed, there must be a sub-
stitute. If one assumes that urban transportation is an 
essential service and that state public-sector laws, al-
though liberalized to a degree, will not permit strikes 
in essential services, the likely substitute will be some 
form of arbitration. There is, of course, precedence 
for the use of interest arbitration in the industry going 
back to the early 1900s and its adoption as an interna-
tional policy of the ATU during the presidency of William 
Mahon. 

If the possible counterproductiveness of the strike  

was clear in those days, it would not appear that circum-
stances are any more favorable today. The limited fi-
nancial resources of urban areas, the potential long-term 
loss of ridership, and the knowledge that the costs of the 
strike may be borne most heavily by disadvantaged social 
groups all reinforce the belief that the ATU's 75-year-
old arbitration policy should be strengthened and made 
more efficient. With regard to this last point, arbitra-
tion as a device for conflict resolution cannot work effi-
ciently when hearings require weeks, awards are delayed 
months, and costs incurred for the process run beyond 
$50 000 to $60 000 each. 

EMPLOYMENT SECURITY AND 
PRODUCTIVITY COMMITTEES FOR 
THE TRANSIT INDUSTRY 

"There must be a better way" is now a widely proclaimed 
theme of the Federal Mediation and Conciliation Service. 
Unfortunately, the better way has not yet emerged in the 
transit industry. Nontransit industry participants in the 
University of North Florida's Conference on Unions, 
Management Rights,. and the Public Interest in Mass 
Transit, held March 22 to 24, 1976, must have been 
struck by the often hawkish rhetoric that labor and man-
agement directed at each other during the sessions. One 
of the conference participants, Lary Yud, Special Assis-
tant for Mass Transit of the U.S. Department of Labor, 
argued that a number of signs indicate that collective 
bargaining in transit is breaking down; there is now more 
bargaining through newspapers, increasing numbers of 
arbitrated settlements, continuing threats to take the 
issues to Congress, and a hardening of the ideological 
positions of the parties. Yud's solution was the adoption 
of creative collective bargaining, describedby James J. 
Healy 

Creative collective bargaining should, in fact, be con-
sidered as a means of finding a problem-solving approach 
to the transit industry's labor-management troubles. We 
would recommend, rather than the 1965 directions pro-
posed by Healy, an example much closer at hand—the 
Experimental Negotiating Agreement adopted by the steel 
industry in 1974. 

In many respects, the steel industry's situation re-
sembled that of mass transit: Employment was down, 
labor-management relations were characterized by in-
creasing conifict, and there was a tendency on the part 
of critics to argue that it no longer made sense for the 
United States to maintain a basic steel industry. The 
heart of the agreement is, on the one hand, to send un-
resolved national disputes over new contract terms to 
arbitration, and, on the other hand, to create at the 
level of the plant labor-management productivity com-
mittees. As their name implies, the Employment Secu-
rity and Productivity Committees are designed to seek 
ways of increasing productivity and controlling costs, 
while at the same time not endangering the jobs and in-
come of the union's members. No layoffs are to be al-
lowed as a result of productivity improvements (labor 
savings were to be handled by attrition), and emphasis 
was to be placed on the reduction of scrap, improved 
maintenance, and reduced absenteeism and turnover, 
among other factors. 

Labor-management productivity committees are, of 
course, not innovations; they were used extensively during 
World War II. The strong support for joint productivity 
committees by both the Steel Workers Union and steel 
management, along with the experiences in retail food 
and a number of communities, however, have brought 
renewed emphasis. Perhaps, with the appropriate mod-
ification, union and management can develop a better 
way to solve transit problems. New approaches must be 
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explored voluntarily by the parties; the alternative is 
that government will dictate the solutions. 
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Discussion 
Miller's paper led to a discussion of appropriate and 
adequate measures of labor costs. Representatives of 
transit management felt that a sufficient amount of data 
was being collected and that this information was readily 
available. This observation was qualified by the re-
minder that, as good as the APTA data are, they vary 
in quality, depending on the number of systems that 
respond. 

Both labor and management recognized that a data 
base is an essential element in collective bargaining. 
It was observed that many data are considered to be 
contaminated because the ATU, the APTA, or a source 
that may be preparing it for use in bargaining has pro-
vided it. A representative of management addressed 
the problems of the 'internal exchange of information and 
its critical part in' negotiations in terms of what other 
cities are paying and how one's own city has been related 
to this amount in the past. That is the negotiator's 
guide, and the negotiator is careful not to give away 
something to the union that his or her counterpart in 
another city will have to suffer for later. The speaker 
noted that many times the exchange of information is 
unofficial or sub rosa and expressed the belief that the 
union has the same objectives and works the same way. 

While both labor and management have their own 
internal information- gathering mechanisms, problems 
concerning data do occur during negotiation and arbitra- 

tion. A representative of labor described what is happen-
ing in New York today as a perfect illustration of the in-
ability of the transit industry to disclose to people out-
side the industry what its costs are. The transit author-
ity agreed to a cost-of-living increase to be achieved 
through productivity savings. The Emergency Financial 
Control Board struggled with the transit authority for 
some months over the data and said that the employees 
did produce the necessary savings through productivity 
gains, but there were no data to support it. 

This prompted a discussion of the utility of common 
denominators that could be used throughout the industry. 
The problem with universal labels is the inherent unique-
ness of the various transit situations. One participant 
stated: "I cannot conceive of any sort of a system to 
report what we do with the New York City Transit Au-
thority and have it be relevant to the other properties; I 
am afraid the reverse is also true." 

Although both labor and management appeared to be 
satisfied with the existing internal data-collection mech-
anisms, the federal government has an increasing need 
for data that would be used both in policy determination 
and in reporting to Congress. To this end, Project 
FARE was enacted into law. Effective in 1978, all tran-
sit systems will have to make standardized reports to 
the federal government, including a considerable amount 
of labor data broken down into the various kinds of wage 
and fringe-benefit costs. A representative of the federal 
government noted that DOT is currently reviewing the 
section 5 operating subsidy program: "It is very diffi-
cult to make assessments about how well the program is 
working, what kinds of changes should be made, and 
what kinds of formulas to apply because of the data and 
the definitions of problems. Making this information 
available in a few years will be a good first step." 

A representative of management questioned whether 
UMTA is going to begin to penalize certain cities that it 
feels are not operating efficiently, perhaps cutting back 
their operating assistance. He also asked whether 
UMTA is going to say that one area is experimenting with 
its high-cost new services too much or not enough and 
whether it is going to start determining a national labor-
contract approach, negotiating contracts in Washington 
instead of in each area. The DOT official replied: "We 
do not have the authority to do that. In the future we 
will be asked to make recommendations on subsidy for-
mulas and who should get what under what conditions. 
We cannot do that without more information than we now 
have." 

It appeared to management that DOT's goal was even-
tually to negotiate a national labor contract for the in-
dustry, to which DOT responded that one option might be 
a block grant program. This prompted management to 
observe that this is an area that both management and 
labor ought to be very concerned about—an area that they 
can agree on because we are going to see more federal 
dictation to the local areas, unions, management, and 
citizenry as a result of Project FARE, Labor, however, 
did not agree with this assessment: 

There is no question that when billions of federal dollars go into an 
operating-assistance program there is going to be a legitimate concern in 
how the money is being spent and how it can be used moreproduc-
tively. It is not very productive for transit management and the transit 
unions to agree, it is a bad idea. It is in the interest of management and 
labor to see that data are provided that will be as impartial and accurate 
as they can be, data that can be used by management and the unions in 
making their own recommendations and by government in making rec-
ommendations to the Congress as to how the programs should be 
shaped.... Labor is very unhappy with current efforts on the part of the 
government in collecting data because we have had no input whatsoever 
in Project FARE, and we do not accept what is currently being done as 
impartial. What we see is sort of a conspiracy between the government 
and industry to find ways to put labor in a box. Labor feels that there 
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should be an impartial body established that can review and assess the 
data collecting and to see that the proper information is provided and 
made available to all industry parties. At this stage, it would seem that 
this is a very important issue. There needs to be a better data base and 
it needs to be made available as soon as possible. 

The discussion ended with a comment on the costs of 
transit as seen in a societal context. One of the pur-
poses of transit may be to improve the economic base  

of the community. A project designed to enhance that 
economic base may look very bad in terms of transit 
costs. If a report goes to Washington, a transit facility 
could be penalized because of these high costs although 
the project may be the lifeblood of the community. DOT 
will have to broaden its scope in examining financial re-
ports to include more indicators of the economic viability 
of the community. 

Growth of Productivity and Labor 
Relations in Urban Mass Transit 
Jose A. Gomez-Ibanez and John R. Meyer, Harvard University, Cambridge, Massachusetts 

The urban mass transit industry is clearly in great dif-
ficulty. Transit patronage has steadily declined; in 1975 
it was barely one-fourth the level of its peak in the 
1940s. Many transit firms have gone out of business, 
especially in smaller urban areas and in the suburbs. 
Among those firms that remain in operation, service 
has usually been cut back, sometimes severely. The 
decline in patronage has continued, moreover, despite 
efforts by the remaining properties, especially in the 
past 15 years, to raise fares and cut back service only 
slowly. In the face of inflation and ridership losses, 
these fare and service policies led to enormous and 
rapidly growing deficits, usually publicly subsidized and 
accompanied by public ownership. By the mid-1970s, 
publicly owned properties probably carried 90 percent 
of all transit riders; passenger-fare receipts barely 
covered half of the industry's operating costs and a much 
smaller proportion of its total costs. Reliable estimates 
of the transit industry's nonoperating costs are not 
available, but estimates of ridership in publicly owned 
firms, passenger revenues, and operating expenses can 
be found in the Transit Fact Book (1). 

Some observers suspect that the postwar decline of 
transit is partly attributable to the failure of growth in 
productivity in the industry to keep pace with growth in 
other industries. Slow growth in productivity undoubtedly 
contributed to transit's current difficulties, and an im-
proved record of productivity would surely be helpful, 
although it might not be sufficient to reverse the indus-
try's financial decline. To achieve improved produc-
tivity, labor-management cooperation will be important, 
in part because the most important opportunities for 
improvement in productivity commonly involve adjust-
ments in long-standing work rules or other labor prac-
tices. If labor and management recognize that they have 
a common interest in the financial health of their indus-
try and thus in increased productivity, a variety of pos-
sible strategies for improvement in productivity might 
be pursued. 

IMPORTANCE OF IMPROVING 
PRODUCTIVITY 

Productivity is the ratio of outputs produced to inputs 
consumed. Transit productivity must keep pace with that 
in other industries or the industry's services will be-
come more expensive and less competitive than the ser-
vices of other industries. Productivity can be improved 
either by increasing outputs while inputs are held con-
stant or by decreasing inputs to achieve a specified out-
put. In transit, this generally means providing services 
more highly valued by the industry's patrons without using 
extra labor or capital inputs (thus generating more rev-
enue) or making the existing service provision more ef-
ficient by cutting costs without affecting output or revenue. 

A slow rate of growth of productivity is not the only 
possible, and probably not even the leading, explanation 
for the transit industry's current difficulties. At least 
three trends beyond the industry's control have contrib-
uted to transit's decline over the past 30 years and are 
likely to continue to do so in the future. 

The most important of these adverse trends is the 
rising level of personal incomes. Higher personal in-
comes increase the amounts people are willing to spend 
on travel, thereby making the automobile, with its pri-
vacy, relatively high comfort level, instant availability, 
and door-to-door service, a more attractive alternative. 
Transit cannot provide as comfortable, convenient, or 
even as fast service at comparable cost unless highway 
congestion, land prices, and the density of travel demand 
are all unusually high (2). Thus many of the amenities 
associated with the automobile might be provided by 
transit but not without increasing transit costs, probably 
by more than passengers are willing to pay. In addition, 
rising incomes affect transit adversely by increasing the 
wages transit companies must pay to attract qualified 
drivers and other personnel. This is especially impor-
tant because transit costs are more sensitive to wage 
increases than the costs of automobile use; while transit 
drivers must be paid, most automobile users do not ap-
pear to find the task of driving all that onerous. 

A second trend contributing to reduced transit rider- 
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ship and profitability is the postwar suburbanization of 
residences and employment. Changing manufacturing 
technologies, rising incomes, the postwar baby boom, 
the proliferation of highways, and a variety of other 
factors fostered these changes in location. But what-
ever the causes, suburbanization has reduced the rela-
tive demand for the types of trips for which transit is 
most competitive with the automobile: trips to and from 
the centers of large, dense, older metropolitan areas. 

Finally, the transit industry has been hindered by 
a steady increase in the proportion of total transit trips 
that are made during the hours of peak transit use: the 
weekday morning and evening rush hours. The peaking 
of transit demand has become more pronounced partly 
because the suburbanization of residences is proceeding 
more rapidly than the suburbanization of jobs. As a 
result, the number of nonwork trips to downtown areas, 
which tend to be made in the off-peak, are declining in 
relation to the number of work trips to downtown, which 
tend to be made during the peak. Automobiles are also 
more attractive for off-peak trips because highways are 
less congested at that time and because these trips are 
often made in family groups, so that the automobile cost 
per passenger is lowered. The resulting concentration 
of transit trips in the peak period means that transit 
systems are increasingly underused for all but a few 
hours each weekday. The idle right-of-way, equipment, 
and employees during the off-peak period increase the 
costs of peak-period transit travel. 

These trends, all adverse to the economics of tran-
sit, are unlikely to abate in the near future. Personal 
incomes, for example, probably will continue to in-
crease. Moreover, two recent developments that have 
encouraged the transit industry—the regulation of auto-
mobile air pollution and rising energy costs—promise 
scant long-term relief. The potential effect on auto-
mobile costs of automobile pollution controls and rapid 
increases in energy prices can be offset in a variety of 
ways, such as using smaller and lighter cars or by 
adapting engine and gearbox designs. In short, the total 
automobile bill may remain much the same, albeit at 
some small degradation of what are perceived by many 
to be the automobile's amenities. 

These continuing trends in income, suburbanization, 
and peaking will have a major effect on the growth of 
productivity in determining the industry's future. Never-
theless, even if improved productivity is not sufficient 
to singlehandedly reverse the industry's fortunes, it can 
significantly upgrade transit's performance. In fact 
these trends, which are beyond the industry's control, 
may make improvement in productivity more important 
in the industry's future. Without productivity gains to 
reduce costs and make services more attractive, the 
patronage, employment, and financial strength of the 
industry may decline even more rapidly in the future 
than they did in the past. 

Although measuring the growth or decline of produc-
tivity in the industry is difficult, the most likely esti-
mates of transit's postwar productivity record support 
the view that improvement in productivity is essential 
to the industry. The fundamental difficulties in mea-
suring productivity for any industry are in developing 
acceptable measures of the rates of growth of outputs 
and of capital and labor inputs. In the transit industry, 
the problem of constructing a satisfactory index of out-
puts is especially difficult. 

Previous analyses of transit productivity, by John 
Kendrick (3) and others, considered transit's basic 
output to be the transportation services provided to 
passengers and estimated that transit's productivity 
record was extremely poor (4,5). Although no avail-
able metric adjusts satisfactorily for changes in the  

quality of passenger services rendered, the number 
of passengers or of passenger- kilometers is a fairly 
reasonable measure of the basic services provided to 
passengers by transit. If the number of passengers car-
ried is used as the basic output index, total factor pro-
ductivity (the ratio of outputs to an index of total factor 
inputs, both capital and labor) declined at an average 
annual rate of 1.2 percent from 1948 to 1970. Since the 
industry has been slowly substituting capital for labor, 
labor productivity (the ratio of outputs to labor inputs) 
declined at the slower average annual rate of 0.7 per-
cent, while capital productivity (the ratio of outputs to 
capital inputs) declined at the faster annual rate of 1.3 
percent. 

Postwar trends in transit productivity probably have 
not been quite that adverse, however. The widespread 
public subsidization of transit services suggests that 
many people feel that transit produces socially impor-
tant by-products in addition to the transportation ser-
vices it provides passengers. These social outputs, 
which are admittedly extremely difficult to measure, 
might include reductions in automobile air pollution, 
energy consumption, and congestion, as well as aid to 
people who do not have ready access to an automobile 
because of poverty, age, or physical handicaps. Concern 
about these benefits often mandates that transit service 
be maintained despite declines in ridership; accordingly, 
the number of vehicle-kilometers operated might be a 
crude (though possibly optimistic) but measurable metric 
for these social outputs. Using this output index, tran-
sit productivity increased rather than declined during 
the postwar period. Total factor productivity rose at 
an average annual rate of approximately 0.6 percent, 
while capital and labor productivity increased at rates 
of 0.5 and 1.0 percent respectively. 

Even using the most optimistic estimates of the in-
dustry's performance, however, transit's record of 
growth in productivity is substantially inferior to that 
experienced by other industries. For example, although 
total factor productivity in transit may have increased 
by as much as 0.6 percent/year during the postwar pe-
riod, total factor productivity in the nonfarm domestic 
sector increased at a rate of about 2.5 percent/year 
during the same period (3). If transit output is mea-
sured in terms of services provided to passengers, the 
gap between productivity in transit and other sectors is, 
of course, even larger. Continued failure to keep pace 
in the growth of productivity will result, of course, in 
some combination of rapid increase in the industry's 
deficits (and its dependence on public subsidies) and the 
slow but certain pricing of transit services out of the 
market. 

PRODUCTIVITY AND LABOR 
RELATIONS 

Cooperation between labor and management is important 
if transit productivity is to improve. Some of the more 
consequential productivity improvements involve changes 
in working conditions, work rules, or compensation 
practices that are part of the labor contract and thus are 
clearly subject to labor-management negotiation. Even 
if the changes involve policies and practices that are not 
normally part of the labor agreement, labor's advice 
and cooperation are often the key to successful imple-
mentation. 

Transit's undistinguished productivity record sug-
gests that labor and management have not been as suc-
cessful as they might have been in working toward in-
creased productivity. An important factor complicating 
postwar labor relations has been the deteriorating 
financial position of the industry and the resulting fluc- 
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tuations in the size and composition of the transit work 
force. In the two decades after World War LI, transit 
employment declined almost as quickly as ridership, 
from about 240 000 workers in the late 1940s to about 
140 000 in the mid-1960s. Most of the labor force re-
duction was accomplished through natural attrition, but 
labor's concern about the declines in the unions' mem-
berships and the possibility of layoffs or reduced pay 
often made negotiations difficult. With the advent of 
substantial public subsidies, transit employment stabi-
lized in the late 1960s and increased by almost 20 000 
between 1970 and 1975. 

The reversal in transit employment trends did not 
remove the threat of layoffs or low pay, however, be-
cause of the uncertainty about the public's continued 
commitment to fund the required subsidies. Moreover, 
the new employment further complicated labor relations 
by creating a work force composed of two large groups 
with different interests and attitudes: older workers 
close to retirement and younger workers hired after 
the mid-1960s. Tensions within the transit unions some-
times developed because the younger employees tended 
to be more interested in improving wages than in pen-
sions or other benefits and because the younger workers 
often included larger proportions of ethnic or racial 
groups that were different from the older, established 
leadership. 

Extensive public involvement in the industry may also 
have increased the possibility of labor problems. Public 
officials, who often lack experience in labor relations or 
the transit industry, in many instances have had the 
power tointervene in negotiations in which transit firms 
are publicly owned or subsidized. While this power may 
be necessary, it has made the course of labor negotia-
tions less predictable and therefore more difficult. 
Management's bargaining position can be weakened by 
the possibility of appeal to public officials outside man-
agement. Moreover, these outside public officials may 
be sympathetic to labor's perspective, if only because 
transit workers and their families and friends represent 
a large and well-organized block of voters. Labor 
leaders, by the same token, have become frustrated be-
cause they have no single authoritative counterpart with 
whom they can negotiate. Agreements reached with one 
responsible public official or manager are sometimes 
repudiated by another, especially as the fiscal problems 
of local governments worsen. 

Chances for labor peace are further diminished by 
the vulnerability to strikes of labor and (to a greater ex-
tent) management. Labor may be vulnerable because 
the modest skills required for some transit jobs may 
make it possible to recruit and train new workers in the 
event of a strike. On the other hand, transit manage-
ment can be strongly affected by strikes because transit 
service, like most other services, cannot be stockpiled 
against a work stoppage. Moreover, temporary inter-
ruption of transit service can cause substantial hardship 
to riders and others, especially in the larger, older 
metropolitan areas where transit carries a significant 
share of the peak-hour work trips. Finally, while tran-
sit strikes are illegal on many publicly owned proper-
ties, the antistrike laws are often not enforced and can 
be circumvented by, for example, running strictly by 
the rules or other such practices. 

Unfortunately, many of the factors that have made 
postwar transit labor relations difficult have also shaped 
attitudes on the part of labor and (perhaps to a greater 
extent) management that discourage the search for op-
portunities to improve productivity. 

Transit labor, while often cooperative in negotiating 
productivity improvements, has been slow to recognize 
that in the long run improved productivity is a prereq- 

uisite for increased employee compensation if the industry 
is to remain viable. The transit unions have taken great 
care to see that transit workers do not suffer from the 
declining fortunes of the industry. Accordingly, labor 
has argued that the increasing deficits and poor produc-
tivity record of the industry are the result of factors be-
yond the employees' control, especially public decisions 
to pursue certain social goals by maintaining extensive 
service in spite of declining patronage. In their view, 
transit workers should not be forced to pay the costs of 
such social policies through wage increases smaller than 
those received by workers with comparable skills and 
duties in other industries. Labor's argument, however, 
tends to overlook the fact that even when the social out-
puts of transit service are measured, albeit crudely as 
in the estimates reported previously, transit's produc-
tivity record still falls short of the record in other sec-
tor s. 

Labor's success in gaining wage increases in recent 
years has, of course, made improved productivity an 
even more important goal for the transit industry than it 
would have been otherwise. The best yardstick of com-
pensation for transit labor is the wage rate of transit 
operators or drivers. Operators are the largest single 
group of transit employees and the wages of most other 
employees, such as collectors, guards, starters, and 
maintenance workers, are traditionally keyed to the 
operators' rates. In a few firms in which maintenance 
employees are organized into craft unions, maintenance 
wages are usually tied to the prevailing craft rates for 
construction rather than to the operators' rates. How-
ever, in these firms maintenance wages have still in-
creased at about the same rate as operators' wages, 
since wage rates in unionized building trades have gen-
erally gone up at the same pace as operators' rates. 

In the postwar period as a whole, wage rates for op-
erators have increased more rapidly than wage rates in 
many private-sector jobs: Operators' hourly wage rates 
increased at an average annual rate of 5.6 percent be-
tween 1950 and 1974, while wage rates in the private 
nonfarm economy as a whole rose by an average of 4.9 
percent/year (6). If transit wage increases just matched 
the wage gains of other industries, productivity growth 
in transit would have to just keep pace with that in other 
industries in order for the relative costs of transit and 
other goods and services to remain similar. But since 
transit wage gains have been more rapid than those in 
other industries, transit productivity gains must out-
strip productivity growth in other industries if the rela-
tive costs (expenses incurred, not necessarily the fares 
charged, since these can be stabilized if subsidies are 
forthcoming) of transit and other goods are to remain 
stable. 

For its part, transit management has not always been 
overly aggressive in identifying and negotiating produc-
tivity improvements, particularly those that involve labor 
most directly. In some properties officials leave impor-
tant aspects of labor negotiations to shop supervisors or 
to the junior management staff, giving little direction 
from the top. This is generally not a sign that top man-
agement feels labor issues are unimportant; most tran-
sit officials agree that labor productivity and compensa-
tion are key problems facing the industry. Rather, such 
managements apparently believe that they can do little 
to improve the current situation, partly because of the 
disruptive potential of transit strikes and the likelihood 
that their efforts will be thwarted by the intervention of 
local public officials. 

Management efforts to negotiate improved productiv-
ity have also been discouraged, probably unnecessarily, 
by section 13c of the Urban Mass Transportation Act of 
1964 (7,8,9). Section 13c was based on congressional 
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concern that federal transit grants might be used to pur-
chase equipment that would replace employees. Con-
gress stipulated that employee compensation and work-
ing conditions could not be made worse by the receipt 
of federal grants unless generous payments, specified 
in section 13c, were made to the affected workers. For 
example, a worker laid off because of a grant must re-
ceive full severance pay for 4 years or the length of his 
employment with the transit firm, whichever is shorter. 
The U.S. Department of Labor has been given the re-
sponsibility of determining, in the event of a dispute 
between labor and management, whether the law's re-
quirements have been met. 

Some transit officials argue that the provisions of 
section 13c significantly enhance labor's bargaining 
strength, particularly over productivity issues, by giv-
ing it the power to disrupt the flow of federal aid that 
has become so important to the industry. Their concern 
appears to be exaggerated, however, because few grants 
affect working conditions and compensation adversely 
and section 13c prohibits only changes that are unilat-
erally imposed by management and not those that are 
negotiated through the normal collective bargaining pro-
cess. Most importantly, section 13c is only one of many 
factors, including the internal tensions of the unions or 
the local political climate, that determine the relative 
bargaining strength of labor and management. 

A more active role for management in the negotiation 
of improvement in productivity, while it is not without 
its risks, is essential for future gains in productivity 
in the industry. Although labor leaders may recognize 
the importance of improved productivity to the future 
ability of the industry to pay wage increases, they nor-
mally are not in any position to initiate productivity 
proposals. To do so might jeopardize their position 
with certain elements among their membership. Quite 
understandably, labor looks upon the pursuit of gains 
in productivity as a management function and, unless 
industry managers seek it, prospects for greater pro-
ductivity will be negligible. 

If labor and management recognize the importance 
of productivity and management becomes more aggres-
sive in identifying and proposing changes, the prospects 
for rapid growth in productivity would seem excellent. 
There appear to be many unexploited or underexploited 
opportunities for gains in productivity in the industry; 
they are described briefly in the remainder of this 
analysis and in more detail elsewhere (5). Admittedly, 
some of these opportunities for improved productivity 
are less readily adopted than others. A few of the sug-
gestions made here would require significant changes 
in the current practices of the transit industry, and thus 
a careful examination of the practical problems involved 
would be required before they could be implemented. 
Some significant changes in industry practices may be 
necessary to alleviate long-standing productivity prob-
lems, however. Careful consideration of even these 
more difficult suggestions would seem worthwhile, 
therefore, if productivity growth is deemed important 
to the future of the industry. 

ALLEVIATING THE PEAKING 
PROBLEM 

Most of the opportunities to improve transit productiv-
ity can be sorted into three groups, each of which in-
corporates a distinct strategy for gains in productivity. 
The first and possibly most important of these strate-
gies is to alleviate the productivity problems associated 
with the peaking of transit use during the morning and 
afternoon weekday rush hours. Peaking of transit de-
mand causes the underutilization of transit right-of- 

way, equipment, and employees for all but a few hours 
per day. The share of transit trips taking place in the 
peak hours has increased during the postwar period and 
is likely to continue to do so in the future. As a result, 
the severe productivity problems associated with the 
pronounced peaking of transit demand are likely to be-
come even more critical in the future. 

Work rules that constrain the use of part-time drivers 
or the assignment of drivers to split shifts or runs (a 
daily work assignment that has a long unpaid break in the 
middle) are a significant cause of the peaking problem. 
Improving peak-hour labor productivity is extremely 
important because labor costs typically constitute 60 to 
80 percent of transit operating expenses. Unless transit 
properties can use part-time labor or split shifts, they 
cannot meet peak labor needs without having extra em-
ployees during the off-peak hours. The use of part-time 
employees is prohibited by labor agreements in all but 
a handful of the smaller transit firms. In most firms, 
labor agreements also restrict the use of split shifts by 
limiting the proportion of such runs to 40 or 50 percent 
of the total, specifying a limit to the permissible total 
length of any split run (usually 12 to 13 h) and requiring 
premium pay for split runs of more than a certain length 
(usually 10 to 12 h). 

One possible solution would be to negotiate relaxation 
of the work rules that limit the use of part-time labor 
or the proportion or length of split runs. In exchange, 
management could provide higher compensation, perhaps 
in the form of more premium pay for drivers assigned 
to swing runs. The importance of these work rules to 
labor strongly limits the possibilities for this solution, 
however. Employees strongly oppose suggestions to in-
crease the use of split shifts because the workday would 
be so long and time off during the midday break would 
be difficult to use. Nevertheless, there is growing evi-
dence that substantial changes in labor costs could be 
experienced if relatively small changes were made in 
the constraints governing split shifts. For example, one 
transit property used computerized scheduling techniques 
to estimate that a decrease in the maximum length of 
split shifts from 12.5 to 11 h would increase the total 
operating labor cost by 21.5 percent (these data were 
supplied under the condition that the transit property not 
be identified). If such substantial costs are involved, 
minor work-rule changes might be negotiated to the 
mutual benefit of both management and labor (e.g., in-
creased compensation for split shifts). 

More widespread replacement of the traditional man-
ual vehicle and operator scheduling techniques with com-
puterized scheduling methods would aid transit proper-
ties in evaluating changes in the work rules that govern 
split shifts. The aim of scheduling, whether manual or 
computerized, is to develop the least expensive set of 
employee and vehicle work assignments that meet the 
timetables established for each route and satisfy the 
relevant work rules. Rescheduling is often the only way 
to accurately estimate the cost or savings of a change 
in the work rules being considered in labor negotiations. 
The manual scheduling techniques traditionally used by 
the industry require such a high level of skill and enor-
mous numbers of tedious, exacting, and repetitious cal-
culations that rescheduling to estimate the cost of work-
rule changes is often felt to be prohibitively expensive. 
With computerized scheduling, work-rule changes could 
be costed out to a reasonable degree of accuracy rela-
tively cheaply. 

An alternative solution to the peaking problems caused 
by work rules would be to find other useful, nondriving 
tasks for transit drivers during the off-peak hours. Al-
though this solution represents a quite fundamental de-
parture from current industry practice, it is probably 
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more appropriate in the long run because workers would 
be productively employed for their entire workday with-
out the interruption and other disadvantages associated 
with split runs. 

A variety of possible off-peak tasks for drivers can 
be suggested. One possibility would be to define two 
classes of drivers: a cadre of full-time employees, who 
provide both peak and off-peak services, and a group 
of part-time employees, who drive during the peak only 
but also have full- or part-time jobs in other firms. 
Such an arrangement has parallels in the provision of 
school bus and other public services. 

A slightly different variant, possibly more acceptable 
to labor, would be to make the second group of drivers 
full-time employees of the transit agency and provide 
them with nondriving tasks in off-peak hours. Some 
workers who drove only in the peak might be employed 
during the off-peak at other tasks currently performed 
in transit firms, such as light maintenance or book-
keeping. 

Another opportunity for off-peak employment could 
be in staffing special transportation services that transit 
firms are under increasing public pressure to provide 
for the elderly, handicapped, and poor. These services 
are labor extensive, often involve door-to-door trans-
portation, and, unlike regular transit, are mainly used 
for nonwork trips and thus usually experience peak de-
mand during the midday. Where this service is required 
of transit agencies, it should be made available largely 
during off-peak hours and staffed by employees who drive 
regular transit routes during the peak period. 

Another closely related possibility would.be  to use 
transit drivers to provide jitney or taxilike transporta-
tion services during the off-peak period. In many cities 
the demands for taxis and transit service complement 
each other since taxi ridership does not peak during the 
hours of highest transit use. In Chicago and Washing-
ton, D.C., for example, taxi use peaks during the mid-
day. In New York, on the other hand, taxi ridership is 
highest during the morning and evening rush hours (10, 
pp. 120-121). Transit-provided taxi services might 
experience two disadvantages in competing with regular 
taxis: (a) Transit firms would not be able to use their 
fleet of taxilike vehicles as intensively as a regular 
taxi operator since transit-provided service would only 
operate during the off-peak and (b) the hourly wage rates 
of transit employees would be much higher than those 
of taxi drivers—on the average, two-thirds higher (10, 
p. 89). 	 - 

The fixed costs of owning a fleet of taxilike vehicles 
are such a small portion of the total costs of taxi ser-
vice, however, that the penalty to transit agencies for 
lower rates of vehicle utilization would be relatively 
minor. For example, in New York City in 1967 the 
costs of vehicle depreciation, garaging, and maintenance 
were only 15 percent of the total costs of fleet taxi ser-
vice. If these three costs represented the fixed costs 
of owning a taxi fleet and if taxis owned by transit firms 
can be used only half as many hours daily as regular 
cabs, then (all other things being equal) transit-provided 
service would cost only 7 percent more than regular 
taxi service. Of course, since depreciation and main-
tenance costs are not fixed but are partly a function of 
vehicle use, transit-provided service would not actually 
cost as much as 7 percent more than regular service 
(10, p. 86). In addition, the real hourly cost of using 
transit drivers during the off-peak hours may actually 
be below that of the wages of regular taxi drivers, if 
only marginal changes in transit's current split-shift 
rules are possible and alternative opportunities for off-
peak employment of transit drivers are limited. 

Obviously all of the possible means of employing  

drivers during the off-peak hours that have been sug-
gested here would require significant restructuring of the 
current practices and organization of transit firms and 
unions and might be opposed by firms and unions outside 
the industry. For example, the taxi industry and the 
Teamsters Union, which represents taxi drivers in some 
cities, might oppose the provision of taxilike services. 
by transit drivers. Further careful study of these prob-
lems would be necessary before any of the proposals 
could be implemented. Nevertheless, since alleviating 
the problem of peak-hour operator requirements is one 
of the key productivity problems in transit, labor and 
management should at least explore the possibilities of 
providing drivers with other employment during the off-
peak hours. 

While strategies to renegotiate work rules or employ 
drivers at nondriving tasks during the off-peak hours are 
probably central to alleviating the difficulties caused by 
peaking, an additional and complementary approach to 
the peaking problem would be to reduce the need for 
peak-hour drivers and vehicles. One promising method 
for reducing peak labor needs is to use some buses 
larger than the industry's standard 12-rn (40-ft) 45-
passenger model during the peak hours. Larger buses, 
such as double-decker or articulated vehicles, could 
provide the same number of seat-kilometers of service 
with fewer vehicle trips and drivers, if they were used 
to replace conventional buses on a seat-for-seat basis. 

The savings in peak-hour labor needs could in many 
instances more than offset the additional capital costs 
of the larger vehicles, especially if double-decker buses 
are used as the larger vehicle. Articulated buses are 
much less attractive than double-decker buses because 
their capital cost per seat is much higher. Although 
prices of articulated buses may drop somewhat as more 
are produced, most articulated models currently cost 
as much per seat as conventional 12-rn vehicles or even 
more. At current prices, replacement of conventional 
vehicles by articulated buses would not bring productiv-
ity gains (5). Seat-for-seat replacement of conventional 
buses would cause an increase in headways, but the 
longer headways would result in little or no reduction in 
service quality if the oversized vehicles were confined 
to routes on which passenger waiting time is less af-
fected by headway changes. Prime candidates for the 
larger buses are radial routes during the peak hour, 
when headways are already very short, and those express 
or other routes on which headways are already long 
enough that passengers are accustomed to arriving at 
stops to meet a specific scheduled bus. 

Further use of peak-hour express bus services, bus-
priority techniques, and improved traffic management 
are other means of reducing peak-hour labor and vehicle 
requirements. Such changes reduce running times, 
thereby decreasing the number of drivers and vehicles 
required to make a given number of trips. Express op-
erations increase average bus speeds by allowing some 
vehicles to skip less heavily used stops and, sometimes, 
to shift to faster parallel arterial streets or freeways 
for the nonstop portions of their routes. Adoption of 
express services may increase passenger waiting times 
by increasing headways at the skipped stops, but the ef-
fect of longer headways will be minimal if the stops are 
lightly used or if headways are currently either very 
short or long enough that passengers arrive at the stop 
to meet a specific bus. 

Bus-priority and traffic -management techniques con-
tribute to increased bus speed and reliability largely by 
reducing the effects of automobile congestion. One of 
the most successful of these techniques is priority entry 
for buses on freeways whose access ramps are other-
wise metered to prevent high levels of congestion. Other 
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possibilities include preemption of traffic signals for 
buses, exclusive bus lanes on arterial routes or free-
ways, incremental changes in street design, or modifi-
cation of street- management techniques, such as elim-
inating one-way streets. 

A final method for reducing peak-period labor and 
vehicle needs is to discourage peak-hour travel by 
charging a higher fare during the peak than the off-peak 
hours. The reduction in peak demand would be small, 
since transit use is generally not particularly responsive 
to fare changes. Even a small decline in peak use, how-
ever, would be helpful in cutting expenses. Equally 
important, a higher fare can be justified on the grounds 
that a peak-hour passenger costs more to carry, since 
peak-hour use determines the number of vehicles needed 
and, under current labor practices, the property's labor 
expenses. 

In recent years, several transit properties decreased 
off-peak fares in an attempt to reduce the difference be-
tween peak and off-peak use. Since transit use is not 
sensitive to fare changes, these off-peak discounts re-
sulted in substantial passenger revenue losses and were 
usually quickly discontinued. Ralsing peak-period fares 
is a more practical means of encouraging more balanced 
peak and off-peak use, since it increases transit rev-
enues. 

In summary, the transit industry might use a com-
bination of two approaches to alleviate the problems 
caused by the peaking of transit demand. One approach 
is to reduce the cost of employing a worker needed to 
drive only during the peak period. In the short run, this 
might involve negotiating marginal changes in the work 
rules that govern the use of split shifts or part-time 
labor in return for higher employee compensation, par-
ticularly for drivers assigned to swing shifts. In the 
long run, a more appropriate though more radical solu-
tion would be to find productive off-peak tasks for those 
drivers needed in the peak only, such as performing 
light maintenance or providing taxilike services. A 
second, complementary approach would be to reduce the 
number of employees and vehicles required during the 
peak. The number of drivers needed in the peak might 
be lowered somewhat by replacing conventional-sized 
buses with larger articulated or double-decker buses 
on a seat-for-seat basis. Express services and bus-
priority and traffic-management techniques could also 
lessen peak-hour vehicle and operator requirements by 
increasing bus speeds. Finally, higher peak-period 
fares would reduce the demand for peak-period services 
and increase revenues as well. 

DISCONTINUING LESS PRODUCTIVE 
SERVICES 

An important determinant of the productivity of any in-
dustry or firm is the degree to which it successfully 
identifies and serves markets in which it has a compara-
tive advantage. Therefore, another key strategy for 
the improvement of transit productivity is for the indus-
try to discontinue its least productive services in favor 
of those in which it has a comparative advantage over 
competing modes. 

In choosing between transit and alternative transpor-
tation modes, passengers consider fares and various 
aspects of the quality of service, including traveling time 
and a variety of other amenities. As personal incomes 
have risen during the postwar period, fares have become 
less important determinants of travelers' modal choices, 
while the quality of service, particularly traveling time, 
has become more important. The increasing preoccupa-
tion of travelers with service quality has put transit at 
a disadvantage in relation to its principal competitor, the  

automobile, which combines door-to-door service and 
instant avallability to save travel time. Nevertheless, 
transit has a comparative advantage over the automobile 
in two important markets and perhaps several minor 
ones. In such markets transit services are most pro-
ductive in providing passenger transportation. 

One of these markets is radial commuting trips to the 
centers of large, dense metropolitan areas, especially 
those with smaller or older highway networks. For these 
types of trips the quality of automobile service is rela-
tively low, because highways are congested, and the out-
of-pocket costs of an automobile trip are often high (e.g., 
because parking is relatively expensive). Transit, on 
the other hand, provides relatively good service at low 
cost because the large number of commuters in the ra-
dial corridors of these metropolitan areas allows transit 
vehicles to operate on relatively short and convenient 
headways while still maintaining comparatively full pas-
senger loads. Transit's advantages in this type of mar-
ket can often be further enhanced if travel speeds are in-
creased by providing express bus service or adopting 
some inexpensive traffic-management and bus-priority 
schemes. 

The second major market in which transit has a com-
parative advantage is trips within neighborhoods that have 
extremely high population densities and many low-income 
residents, such as those found near the centers of large 
metropolitan areas. High population density often en-
sures sufficient travel demand that transit vehicles can 
operate on conveniently frequent schedules and still 
maintain full loads. High density is also associated with 
levels of street congestion and parking costs that make 
the automobile less attractive. In addition, low-income 
residents, by necessity, find cost relatively more im-
portant than service quality in determining their modal 
choices and thus are more readily attracted by the com-
bination of moderate cost and service quality typically 
offered by transit. 

Local public officials generally have not allowed the 
industry to concentrate on the radial commuting, inner-
city, or other markets in which transit has an advantage 
in providing passenger transportation. Instead, they 
often require additional service, such as service during 
off-peak hours or in crosstown, suburban, or small-
city markets. These added services are intended pri-
marily to advance social objectives that are thought to 
be by-products of the transportation services provided 
to passengers. However, the result is that these ser-
vices lower productivity in terms of the number of pas-
sengers carried and thereby increase the gap between 
passenger revenues and the industry's costs and, thus, 
the need for public subsidies. 

Does more extensive transit service generate the 
social benefits clalmed by supporters of transit subsi-
dies? Most of the evidence indicates that extensive sub-
sidized transit services are not an especially effective 
means of alleviating environmental and other problems 
of automobile use or of assisting the poor or other per-
Sons without automobiles (11). From a strictly parochial 
point of view, this entire debate would be irrelevant to 
the industry if the local officials who require more ex-
tensive service were willing to fund the deficits incurred. 
Instead, the public ald provided to the industry is often 
insufficient (indeed, for many years was almost non-
existent), and transit properties are and have been forced 
to cross-subsidize the publicly mandated services by 
using passenger revenues generated from services on 
which transit is more competitive. Given the common 
transit fare and service-quality policies described below, 
inner-city routes have been especially burdened by the 
demands of cross-subsidization, although the shorter 
radial commuting lines are often strongly affected as 
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well. The requirement for cross-subsidy further weak-
ens the industry's ability to compete effectively with the 
automobile, even in the radial commuting and inner-
city markets. 

Specifically, the industry should attempt to withdraw 
from the markets in which it is less competitive unless 
local public officials are willing to provide sufficient 
assistance to cover the required deficits. This strategy 
represents a sharp break with past practices and prob-
ably will be strongly resisted by the local public officials 
who regulate transit properties. These officials are 
likely to be especially concerned that the withdrawal of 
transit service from markets in which it is not compet-
itive will leave many people who are too poor, old, or 
handicapped to own or drive an automobile without ade-
quate public transportation. 

Transit might alleviate public concern for these in-
dividuals by encouraging the taxi industry to take re-
sponsibility for these markets. In markets in which the 
density of travel demand is extremely low, taxis are 
sometimes able to provide transportation services at a 
cost comparable to that of transit or nearly so. More 
importantly, taxis provide a higher quality of service 
than transit, since taxis provide door-to-door transpor-
tation. Door-to-door service may be extremely valuable 
to some of the groups that have limited access to auto-
mobiles, especially elderly and handicapped people who 
have difficulty walking. 

The public's major objection to taxis as the sole 
provider of public transportation is, of course, that taxi 
fares have traditionally been higher than transit fares; 
high fares are thought to be particularly burdensome 
for some people who lack automobiles. A solution to 
this problem might be to transfer the public ald received 
to operate poorly used bus routes to taxi operators, in 
exchange for releasing transit from the responsibility 
for maintaining those services. Although that public aid 
would not be sufficient to make taxi fares comparable 
to the former transit fares, many people without auto-
mobiles would probably find the taxi's superior door-
to-door service worth the difference. Transit proper-
ties might offer taxilike service in these markets as 
well, but only during the off-peak hours and as part of 
the strategy for alleviating the difficulties caused by the 
peaking of transit demand. 

In short, transit's ability to serve its two most ad-
vantageous markets is threatened by a combination of 
public requirements that it serve other markets as well 
and public reluctance to fund the needed subsidies. Both 
the transit industry and the intended beneficiaries of 
these publicly mandated services would probably be bet-
ter off if the subsidies and the responsibility for these 
services were transferred to the taxi industry. For 
transit, however, the most important objective should 
be to withdraw as rapidly as possible from the markets 
in which it is not competitive. 

SPECIALIZATION AND PRODUCTIVITY 

In addition to alleviating peaking problems and discon-
tinuing less productive services, a third strategy that 
transit might employ to improve productivity is special-
ization. Firms in the transit industry often use similar 
marketing and pricing policies, equipment, maintenance 
procedures, and other practices in a variety of circum-
stances. Sometimes it is possible to improve produc-
tivity by varying these practices or equipment according 
to the peculiar needs of different situations. 

The prime example of an area that has potential for 
specialization is that of marketing policies, particularly 
those regarding fares and the quality of service. In 
many transit properties a trend has evolved toward  

charging relatively uniform fares and offering a similar 
quality of service throughout the service areas. The 
trend toward uniformity is most evident in fares. Tran-
sit's cost in providing service varies according to the 
length of the trip, the time of day, the quality of service 
offered, and the volume of passengers carried. At one 
time fares reflected these differences: Most transit 
properties charged different fares for different types of 
trips. Now, however, some properties charge a single 
fare, regardless of trip length or service quality (two 
exceptions in this trend toward uniform fares have been 
the recent widespread adoption of discounts for elderly 
and handicapped persons and the implementation of a 
stage-fare system using automatic ticket-vending and 
ticket-collecting equipment in San Francisco's new Bay 
Area Rapid Transit). Uniformity is also evident in the 
quality of service, though to a lesser degree. For ex-
ample, often all routes operate with a similar ratio of 
passengers to seats, and express services, which rep-
resent an improvement in service quality, are generally 
rare. 

The uniformity in fares and service conflicts with the 
varied characteristics of the travelers in the radial com-
muting and inner-city markets. Although transit use is 
generally less sensitive to changes in fares than to 
changes in the quality of service provided, the relative 
importance of fares and service quality differs signifi-
cantly between transit's two major markets. Passengers 
on radial commuting services between the suburbs and 
downtown are usually more sensitive to service quality 
than to fares, both because their transit trips are longer 
and because they generally have relatively higher in-
comes. On the other hand, inner-city passengers are 
less willing to pay for higher quality service since they 
usually travel in the transit vehicle for shorter dis-
tances, have lower average incomes, and have a variety 
of feasible transportation alternatives, such as walking 
or taxis. 

Uniform fares also ignore differences in the cost of 
providing transit service (at a given level of service 
quality). Radial commuting trips between downtown and 
the suburbs are usually more expensive to operate be-
cause they are longer and more heavily concentrated in 
peak hours, when the real cost of additional operating 
labor and vehicles is highest. Conversely, inner-city 
service is often less costly since trips are shorter and 
include a sizeable proportion of off-peak shopping or 
recreational journeys. 

Similar fares and service quality in radial commuting 
and inner-city markets reduce patronage unnecessarily. 
In the longer distance radial commuting markets, for 
example, uniform fares may discourage transit-proper-
ties from offering the premium service that is often de-
sired by travelers. Since downtown -to- suburb radial 
commuting trips are longer and more peak-hour oriented, 
they incur a relatively high deficit if similar fares are 
collected on all types of service. Deficits would increase 
inordinately if the quality of radial service were im-
proved without raising radial fares at the same time. 
Yet on some radial routes passengers probably find the 
current low fare a small attraction and would be more 
than willing to pay for better service. Since reduced 
travel time is especially valued by these travelers, the 
various methods of increasing vehicle speeds—such as 
express service and bus-priority techniques—may per-
mit substantial revenue gains on radial routes as well 
as some relief from the cost disadvantages caused by 
peak loads. Radial travelers are more likely to be able 
to pay for other amenities too, such as assurance of a 
seat, more comfortable seating, or air conditioning. 

Perhaps the best evidence in support of increasing 
service and fares on radial commuting routes is that the 
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few remaining private transit firms in large cities usu-
ally survived because they adopted this policy. For ex-
ample, in Boston and New York numerous small private 
operators provide express service from outer suburban 
communities to the central business district using more 
comfortable intracity buses and assured seating. These 
companies are able to charge fares high enough to cover 
costs, often more than $1/passenger each way. 

Uniform fares and service quality discourage transit 
use in the inner-city market as well. Because they are 
less expensive to serve, inner-city trips are usually 
the most profitable type of service if a flat fare is 
charged for all trips. The relatively high markup on 
short trips encourages the use of alternatives, however, 
such as walking, taxis, or fewer trips, especially since 
inner-city riders tend to have lower incomes. More-
over, because of the patrons' lower incomes and shorter 
trips, some of the service amenities commonly provided 
on such service, especially air conditioning, may not 
be worth their cost to the users. 

Transit marketing efforts in both radial commuting 
and inner-city markets might also be aided by marginal 
changes in the location of routes and in timetables. The 
major determinants of route location and scheduled 
headways have gradually shifted over time. In virtually 
every metropolitan area, new residential, shopping, and 
employment areas have developed, while others have 
declined. Occasionally new freeways or arterial routes 
are opened whose higher traffic speeds make them an 
attractive locus for transit routes. Where such changes 
occur, passenger satisfaction can often be greatly in-
creased at little cost by coordinating schedules so that 
transfers require less waiting, combining routes to 
eliminate transfers altogether, extending routes slightly 
or shifting them over a street or two to minimize walk-
ing, or making other simple improvements that require 
only a careful analysis of demand. 

Most transit firms have responded to changes in the 
location of residences and businesses or to the opening 
of streets by altering their routes and schedules some-
what. A recent analysis of routes and schedules in 
Washington, D.C., however, suggests that some impor-
tant opportuniti9s for marginal changes may remain 
underexploited (12). That analysis found that a slightly 
altered route structure and schedule could reduce travel 
time for 26 percent of the passengers (though increasing 
the time for 9 percent), reduce transfers by 18 percent, 
and, at the same time, lower vehicle and operator re-
quirements by 1.7 percent. 

The replacement of manual by computerized schedul-
ing techniques could assist in the refinement of fare and 
service-quality policies and in the analysis of route lo-
cation and schedule changes. It is often necessary to 
reschedule a substantial portion of a transit system in 
order to accurately estimate the cost of a contemplated 
service change. Extensive rescheduling is often re-
quired because a change in service on one route often 
affects the costs of service on other routes, since ve-
hicles and drivers are commonly interlined among 
routes to improve their productivity. In addition, a 
change in service at one hour of the day can affect the 
costs of service at other hours because of the complex 
work rules governing the use of split shifts. As noted 
previously, the expense of traditional manual scheduling 
techniques has discouraged firms from doing the exten-
sive rescheduling needed for accurate costing of service 
changes. Computerized scheduling should make it 
easier to assess service changes in the future. 

In short, transit should do more to tailor the quality 
of service, fares, routes, and schedules to the differ-
ent markets it serves. In the longer distance radial 
commuting markets, transit firms should consider up- 

grading somewhat the quality of the service provided 
through, for example, high-speed express bus services, 
more comfortable seats, lower load factors, and air 
conditioning. In addition, fares might be raised, in some 
cases substantially, to reflect the costs of these greater 
amenities, longer distances, and more peak-hour travel. 
In the inner-city market, on the other hand, quality im-
provements are less important to passengers and the 
desirability of a few of the commonly provided amenities, 
such as air conditioning, might be reassessed. Fares 
are more important in this market and should be raised 
much less, if at all, to reflect fewer amenities, shorter 
distances, and more off-peak,use. Finally, route loca-
tions and schedules should be carefully adjusted to chang-
ing circumstances. 

Equipment, especially vehicles, is another area in 
which specialization may bring productivity gains for the 
industry. Most other transportation industries use 
vehicles of a variety of sizes for different circumstances, 
but the transit industry uses a standard 12-ni bus on al-
most all types of routes. Industry resistance to the in-
troduction of vehicles of different sizes stems in part 
from the effect they would have on maintenance training 
and parts-inventory expenses. Nevertheless, the bene-
fits from selective use of both larger and smaller buses 
might more than outweigh the costs. 

The gains from acquiring at least some larger buses 
were described earlier: Larger buses might decrease 
peak-hour labor needs without significantly affecting 
capital costs or service quality, if deployed properly. 
Some smaller buses may be advisable as well, since they 
cost substantially less to purchase, fuel, and (perhaps) 
maintain than standard vehicles. Replacement of stan-
dard by smaller vehicles could cut costs without affecting 
service quality if they were confined to those routes on 
which headways are determined by the need to maintain 
a conveniently frequent schedule rather than by the pas-
senger capacity of the standard vehicle (5). And, of 
course, a fleet of small vehicles would also be advisable 
where a transit property provides jitney or taxilike 
service to increase the off-peak productivity of regular 
transit drivers. 

Carried too far, a strategy of specialization can lead 
to productivity difficulties rather than to improvement. 
The classification of maintenance jobs is an area in 
which specialization, loosely understood, may be both 
a problem and a potential solution. Most transit main-
tenance departments employ two systems of job classi-
fication: Some of the jobs are classified by specialized 
crafts, such as machinist, electrician, or welder, while 
other jobs are classified as general-purpose repair per-
sons, with several gradations in skill. Craft employee 
unions usually insist on restrictive rules governing the 
specific tasks that craftsmen can perform, partly to 
protect the integrity of their crafts. In a few transit 
properties, productivity difficulties occur because too 
many of the maintenance employees are classified as 
craftsmen and restricted to specific tasks. 

Labor costs have a tendency to increase because these 
specialized workers become involved in routine main-
tenance jobs that require a combination of skills but only 
a low degree of proficiency in any one. On the other 
hand, in a larger number of properties equally severe 
productivity problems occur because the general repair 
persons are not specialized enough. In these properties 
some general repair persons may be poorly qualified to 
do even simple maintenance tasks because training 
courses are not well organized and recruitment to and 
promotion within the general repair grades are based on 
seniority rather than on tests of skills or on-the-job 
performance. 

Contracting for services with outside firms is a final 
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example of the potential benefit of specialization. Con-
tracting out may be particularly appropriate for vehicle 
maintenance, since there appears to be a great deal of 
variation among transit properties in the cost of perform-
ing standard maintenance tasks. The cost of rebuilding 
a bus engine, for example, varied between $1500 and 
$6000 in a sample of four large transit properties in 
1976. Although part of this cost variation is undoubtedly 
due to unavoidable differences in local operating condi-
tions (such as harsh weather or hilly terrain), most is 
probably attributable to differences in the productivity 
of maintenance departments. 

If productivity problems at the higher cost properties 
cannot be resolved satisfactorily, it may be advisable 
for those properties to contract with other more efficient 
transit (or perhaps even nontransit) firms for the perfor-
mance of certain maintenance tasks. The rebuilding of 
bus engines is a task that could easily be contracted out. 
Even routine maintenance of vehicles, which absorbs the 
largest part of the vehicle-maintenance budget, might 
be contracted out as well. One possible means of con-
tracting out routine maintenance would take advantage 
of the fact that maintenance requirements increase as 
a vehicle ages. The Urban Mass Transportation Admin-
istration (UMTA), which pays 80 percent of the cost of 
virtually every new transit bus already, might set up a 
system of financial incentives that would cause buses to 
be used by properties with less efficient maintenance 
departments in their early years and then be transferred 
to the more efficient properties for their later years. 

Contracting out for transportation services might be 
even more beneficial than contracting out for mainte-
nance, since transportation expenses make up the largest 
part of transit costs. The contract might specify mini-
mum standards of service to be provided, including 
route location, headways, and the maximum fares that 
could be charged. Negative bids or requests for sub-
sidies could be allowed if desired. Contracts could be 
awarded by competitive bids. Potential bidders would 
include operators of school buses, sight-seeing or taxi 
services, or small privately owned transit companies. 
To make it easier for a number of firms to compete on 
a continuing basis, service on different routes might be 
put out for bids separately. The firms would have 
strong incentives to improve their productivity if the 
contracting were competitive. Higher productivity would 
result because the firms that marketed the services 
and controlled costs most effectively (within the limits 
set by the contractual service standards) would win the 
most contracts and earn the greatest profits (13). 

The value of contracting out may depend partly on the 
extent to which peak-hour labor needs remain a problem 
for transit properties. Contracting out for transporta-
tion services may be especially valuable for properties 
in which labor and management are unable to arrange 
productive off-peak nondriving jobs for some drivers. 
Some firms bidding for service contracts will undoubt-
edly find it easy to employ transit drivers during the 
off-peak hours, especially taxi, charter bus, school 
bus, or sight-seeing companies. 

If solving the peaking problem is the primary ratio-
nale for contracting out, the transit firm might employ 
directly all the drivers used during both peak and off-
peak hours and contract out just for drivers needed only 
during peak hours (14). The value of contracting out 
for transportation services is probably less, however, 
for properties in which the problem of peak labor needs 
is solved by other means. In such properties it may 
not even be desirable to contract out maintenance or 
clerical tasks, since these are potential sources of 
off-peak employment for the drivers. 

SUMMARY 

Numerous potential opportunities to improve the produc-
tivity of urban mass transit can be identified. Many of 
these possibilities involve relatively small departures 
from standard industry practices and thus might be rel-
atively quickly implemented. These more readily adopted 
changes include the use of more express services and 
bus-priority techniques, deployment of some buses larger 
and smaller than the standard model, negotiation of 
changes in split-shift work rules, adoption of computer-
ized scheduling, and tailoring of fares, service quality, 
and schedules to conform better to transit's distinct 
markets. 

Other opportunities for productivity growth are clearly 
possibilities for implementation only in the more distant 
future, if at all, since they alter more fundamental and 
traditional procedures used in the industry. Although 
these opportunities will take much more time and effort 
to implement, they may ultimately prove more worth-
while because they address some of the more basic 
causes of transit's productivity problems. Probably the 
most important among these long-term possibilities is 
to find some productive off-peak tasks for employees 
who are needed as drivers in the peak hours only. A 
second important long-term change is to discontinue 
transit service in markets in which it is least competi-
tive with the automobile. 

The industry's record of decline or relatively slow 
growth in productivity cannot be sustained for long, since 
the cost of transit would increase in relation to the cost 
of other goods and services. Failure to implement in-
novations that improve productivity, like the ones sug-
gested here, will result in some combination of rapid 
growth in the industry's deficits (and its dependence on 
public subsidies) and the slow but sure pricing of transit 
services out of the market. 
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Discussion 
No area of labor-management relations in transit is 
currently more volatile than productivity; it permeates 
every aspect of transit. After the authors' paper was 
presented, a management representative stated that, in 
order to increase productivity, his organization had re-
quested the opportunity to have part-time employees do 
peak work as well as to have their own employees pick 
extra pieces of work; both of these requests were denied 

A labor spokesman responded that since 1945 the 
transit property in Washington, D.C., has always had a 
provision that regular employees of the company who 
are not included in the bargaining unit can work as part-
time employees driving buses, provided they are paid 
time and a half of operators' wages if that exceeds their 
own time-and-a-half rate. None of the managements of 
this property has ever availed itself of this opportunity. 
Instead, they have constantly pleaded for part-time em-
ployees, even though they have this right to part-time 
employees, which has led this labor spokesman to be-
lieve that they are really only seeking cheaper staffing. 

A second labor spokesman raised the issue of split 
shifts and transit time to a work site. His comments 
illustrate the emotional nature of the issue: 

This is still the only major industry in this country that allows time to 
be unpaid to accommodate the industry. .. Now you want, for the sake 
of productivity, to revert to the 1930s, when one got paid only for the 
actual time worked, under one guise or another. We are not going to take 
take such a step back .... Furthermore, transit time to a work Site is tak-
ing longer today than it did many years ago. 

The authors' point that transit driving jobs could be 
paired with other off-duty jobs that are performed by 
the transit firm itself or other firms was countered by 
a labor person: 

This question recently came up during collective bargaining. The union 
proposed that there be a transition so that a bus driver could be used for 

other purposes. But as soon as the union said that the wage rate would 
be that of the bus driver and not that of the cleaner or shifter, manage-
ment lost interest. It became clear that the reason for suggesting the in. 
terchange of jobs was the desire to reduce the wage rate not the need for 
better use of operators. 

At this point the discussion took on larger dimen-
sions. A labor spokesman stated that, because of urban 
sprawl, the distance from the pickup point to the drop-
off point has been extended and that traffic congestion has 
complicated the situation. Both of these factors, he 
felt, prevent comparisons over time. There was then 
some debate on whether it is possible to compare the 
relative productivity of various modes. In this regard 
it was observed that it is useful to try to make a distinc-
tion between issues of productivity that are under the 
control of management and labor and are subject to the 
collective bargaining process and those issues that are 
a matter of transportation policy. 

As the discussion progressed, the participants began 
to focus on whether it was possible to measure produc-
tivity within the transit industry, taking into account the 
effect of social by-products. 

If you believe the social by-products of transit are worth anything, then 
vehicle-kilometers served is a metric for transit output. It is an optimis-
tic metric, since even empty buses and nearly empty buses would con-
tribute to it, but transit will still fall short of a lot of other industries. 

Many of the points we are discussing involve decisions that are not made 
by people in this room. They are not made by people who are managing 
the transit authority. They are made for political, social, or economic 
reasons. One of our most expensive services is run for high-cost stores 
whose customers have high disposable incomes. We lose money, and it 
affects our productivity, but the merchants and the taxpayers do not 
lose. I think we have to be very careful when we talk about productivity 
concerning the employee. Everyone knows both management and the 
supervisor and employee can do better and we are working at that. I 
think most industries are. 

I think it is terribly unfair to use passenger-kilometers, even adjusted for 
quality changes, as the output metric in any productivity study of the in-
dustry. You must account for all the socially mandated services. But I 
think that using vehicle-kilometers as the metric for the industry's output 
probably accounts more than adequately for those things, because it es-
sentially indicates that a vehicle-kilometer is fine even if it is an empty 
vehicle-kilometer. And using that metric, the industry's productivity has 
not kept pace; that is the important point. It is very difficult to measure 
social by-products, and there is no question that the public mandates to 
provide Certain kinds of services ruin productivity figures in terms of 
numbers of passengers carried. But even when you account for that, 
there is still a gap. 

A speaker then observed that federal government reg-
ulation of both school bus operations and charter 
services has severely impaired transit productivity. 
These regulations also affect labor since the enlarg-
ing of these operations has brought about industry 
demands for nonconsecutive days off and part-time 
operators, all because of the vacuum that has been 
created by the inability to do the work that used to be 
done. 

The discussion ended with a return to a dialogue on 
the larger nature of the transit problem, including the 
role of the automobile, the need to break away from the 
preoccupation with profit and loss, and the evaluation of 
the social purposes of transit. 
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The focal point of these comments will be the areas of 
changes in collective bargaining in transit that could 
contribute to a better labor-management relationship. 
After a short review of the findings from several studies, 
a series of questions will be raised in an effort to stim-
ulate discussion. A short general discussion of the 
parties and their objectives in transit bargaining will 
lead into an exploration of the critical issues. 

The mass transit industry, which is characterized 
by a high degree of unionization, moderate levels of 
skill, and great dependence by the public on continuity 
of service, has suffered a serious decline since World 
War H as riders have switched to automobiles. Declin-
ing ridership and rising costs have resulted in increas-
ingly smaller profits and larger losses. Many compa-
nies have gone out of business, and cities served by 
such companies have lost their transit service entirely. 
Larger cities have seen the ownership of their transit 
systems pass into the control of public agencies. All 
levels of government have recently taken an increasing 
interest in reviving transit services and are beginning 
to back their interest with tax dollars. 

Although a complete revival is not forecast, at least 
intense interest is being shown; however, the industry 
is assuming a somewhat different profile. It is now in-
creasingly dominated by public systems and, if current 
trends continue, it will be increasingly supported by 
nonf are revenues. Despite the fact that franchises, ser-
vices, and fares were subjected to public regulation 
under private ownership, the shift to public ownership 
and its attendant subsidies involves a profound change. 
Whether the effort to revive urban transit will be suc-
cessful remains to be seen, but any attempt to revive it 
must not ignore transit's labor relations problems if it 
is to succeed. 

STRUCTURE AND RELATIONSHIPS 

Collective bargaining has been going on for about 40 
years and has resulted in an average of more than 20 or 
30 contracts for many transit operations in the United 
States. The length of the labor-management relation-
ship, coupled with extensive related experience of the 
management and union negotiators, has fostered a gen-
eral atmosphere of mutual respect. This condition of 
respect, at least in the Southeast, continues regardless 
of the ownership and has resulted in flexible contract 
negotiations in which (a) the length of negotiations ap-
pears to be adequate to resolve the issues, (b) negotia-
tion sessions are scheduled to meet the preferences and 
other commitments of both management and union rep-
resentatives, and (c) few formalized ground rules except 
exclusion of the press are needed to regulate the conduct 
of negotiations. 

A question concerning the extent and nature of several  

potential influences on the collective bargaining process 
will be discussed in examining the organizational scope 
or structure of collective bargaining. In the University 
ofNorth Florida's study of collective bargaining for 
transit in the Southeast, we found decentralization in 
publicly owned agencies, i.e., mass transit employees' 
concerns are negotiated and included in a labor agree-
ment that is separate from that of other municipal em-
ployees. This procedure probably stems from the unique 
work rules appropriate for mass transit employees, as 
well as from the possible fear of some local government 
officials that certain employee protection provisions in 
the mass transit industry would be extended to other 
public employees. For those facilities that have more 
than one bargaining unit, there appears to be little sub-
sequent influence in collective bargaining; for example, 
in our study, we could find no reported instances of 
coordinated bargaining at the facilities. However, an 
exception to this observation occurs at a few privately 
owned facilities, where the settlement attained by the 
numerically dominant industrial union tends to be passed 
on to the mass transit union at the same facility. 

Both public and private transit systems have the same 
basic organizations for operations, since both are typi-
cally divided into functional departments. Several in-
dividuals have suggested that their organizations differ 
sharply, however, in the distribution of power to make 
decisions of a policy nature (referred to as direct power) 
and power to influence those decision makers (called 
influential power). Direct power has been identified as 
the power to make decisions directly affecting the orga-
nization, e.g., the power to hire and fire, to change 
compensation levels, and to change fares. Influential 
power has been defined as power exercised on the deci-
sion makers by others, including action and deterrent 
power. If the decision maker's constituents appoint him 
or remove him from office, for example, they have ex-
ercised their power to influence through action. Obvi-
ously, the same individual or group may hold both the 
power to act and the power to influence. 

Private transit systems are similar to other com-
panies in the private sector in some ways; e.g., the power 
to administer the internal affairs of the system is held 
by a small group of managers. Figure 1 shows the or-
ganizational structure and types of power that are exerted 
on those structures (1). It is necessary to remember 
that, unlike other private sector companies, transit sys-
tems have no direct control over the levels of transit 
fares or services. In order to raise fares or lower ser-
vice, management must typically convince an agent of 
the state (usually a public utility board) that the change 
requested should be made. Because bargaining settle-
ments often necessitate fare increases (or, in the public 
sector, a subsidy) the public representatives, although 
they are not physically or legally present, can in many 
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ways be considered a third party at the bargaining table. 
Thus the public authority has had substantial influence 
in almost all decisions of the nominally private transit 
systems, even though only fare and service decisions 
were approved by the utility board. 

As D. T. Barnum noted (1), although private systems 
have two distinct sets of decision makers, the power to 
make major policy decisions in public systems rests 
primarily with one set. This set of decision makers, 
who are usually appointed, is generally called the ex-
ecutive board. The power structure of management's 
decision making in each type of system is shown in the 
figure. The issues listed in the boxes are not intended 
to represent all the decisions that must be made but only 
those most significant to the structural elements con-
cerned with collective bargaining. The two types of 
systems have both similarities and differences. Pri-
vately owned systems have two distinct sets of decision 
makers with direct power. The system's managers and 
directors negotiate union contracts, agree on final res-
olution procedures to be used, accept other cost items, 
and hire and fire workers. The public utility board, 
however, must approve fares, levels of service, and 
location of service. In contrast, all these decisions are 
made by one group in the public authority. Because the 
main objective of the public system is to increase public 
welfare, it will supposedly set fares and service levels 
to achieve that goal. The public utility board's basis for 
regulation is to ensure that the private system will op-
erate in the public interest. 

There is some question about the political influences 
that affect the publicly appointed managers, primarily 
because of their supposed susceptibility to political 
power. However, with respect to collective bargaining 
in the transit industry in the Southeast, our study did 
not reveal a wide degree of difference on these grounds 
between the two types of organizational structure. Pub-
lic systems have been reported to be more susceptible 
to interference in daily operations as well as in bargain-
ing, but we did not observe any significant effects in the 
eventual settlements we studied. 

One similarity between public and private systems is 
that both find it necessary to justify costs to a greater 
degree than does a typical private firm, even when dis-
cussing the elements of contract negotiation. When a 
privately owned company is applying for a rate increase 
that is necessitated by cost increases, it must justify 
those costs as being reasonable to the public utility 
board; therefore, cost justification becomes a goal in  

itself. It has been suggested that this is probably one of 
the reasons that private systems turned to the use of 
arbitration of collective bargaining contracts. Obviously, 
it was easier for managements to justify wage increases 
granted by an experienced and neutral outsider than to 
justify wage increases that they had granted themselves. 
A similar line of logic seems to underlie the use of man-
agement service companies by transit authorities in ex-
plaining orrequesting funding from the next higher level 
of public authority, whether it is a city council or state 
legislature. The publicly owned systems must also jus-
tify wage increases or service reductions, and often an 
outside party—such as a management service company—
protects the public ownership either by taking the brunt 
in ,a public hearing or by preventing the organization of 
city employees in areas where this is either illegal or 
restricted. And while the officials of many management 
service companies publicly decry the use of interest 
arbitration, they too are turning to binding arbitration 
of contract terms. 

In our study of the Southeast, many of the respondents 
felt that the shift from private to public ownership had 
had little effect or impact on the collective bargaining 
process. Several respondents, both union and manage-
ment representatives, felt that the key to bargaining is 
the individual negotiator, not the particular organization. 
One possible reason for this response is that most or 
all of the labor agreements had provisions for specific 
items, such as arbitration or the right to strike, that 
were negotiated when the agency was privately owned 
and were included in the transition to public ownership 
in order to facilitate application for federal funding. 

Organizational characteristics of the particular agen-
cies were studied to determine their potential effect on 
the collective bargaining process. Although some studies 
have found a positive relationship between public owner-
ship and employee wage gains, we found that only one-
third of management and union respondents believed that 
employee wage gains were greater under public owner-
ship; our analysis of contract wage rates investigated 
only the life of that one contract. Our overall impres-
sion was that the distinction between public and private 
ownership is not particularly useful to understanding 
collective bargaining. Many of the properties in our 
study relied on management service companies, which 
appear to have two major advantages: They facilitate 
financial assistance in accordance with the Memphis 
formula (since the management service is a private 
firm, state laws that prohibit bargaining with public em- 
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ployees are assumed to be inapplicable), and they pro-
vide labor relations expertise derived from experience 
at several properties. 

The budget-making process exerted a surprising lack 
of influence on collective bargaining; for example, we 
found almost no relationship between the starting and 
expiration dates of contracts and the agency's fiscal 
year. It may be more significant to observe that most 
agencies can revise their budgets even after the final 
approval date to account for labor contract settlements. 
The relationship between budget making and collective 
bargaining poses an almost unsolvable problem. If the 
budget were held sacred, collective bargaining as en-
visioned in national labor relations policy would not 
exist. On the other hand, if collective bargaining is 
entirely removed from budgetary constraints, the fiscal 
responsibilities are abated at the expense of the tax-
payers. 

Finally, most of the mass transit properties appear to 
be relatively unaffected by state or federal labor laws, 
particularly since many of these agencies retain their 
previously negotiated machinery for the resolution of 
impasses under the Memphis formula arrangement. One 
notable exception, although its applicability is ques-
tioned, pertains to the 1974 amendments to the Fair 
Labor Standards Act that place mass transit operations 
under some of the act's provisions. 

INSTITUTIONAL ISSIJES 

Institutional issues concern the preservation of union 
security and managerial prerogative. One dimension 
of union security refers to union menbership as a condi-
tion of employment. Although only one-fifth of the con-
tracts analyzed from a nine-state Southeastern area 
have explicit union-shop provisions (which require union 
membership as a condition of employment), the propor-
tion of employees who are union members appears to 
be quite high—more than 90 percent of the bargaining-
unit employees at the 20 interview sites were union 
members. A related contractual provision that was 
found in all but one of the labor agreements concerns 
dues checkoff, which also signifies the length of bar-
gaining relationships in the transit industry. 

However, most of the contracts we analyzed did not 
address certain issues of managerial action, e.g., sub-
contracting and the performance of bargaining-unit work 
by supervisors, which can also affect union security. 
This should not necessarily be interpreted as giving 
management these rights, particularly since none of the 
union respondents indicated any problems with these 
issues. Industry representatives have identified the 
union's unilateral right as the authority to ensure the 
enforcement of contract provisions through contract 
negotiations and the grievance procedure. 

Management rights relate in part to the extent that 
management can unilaterally decide where people work 
and what type of work is performed. Several issues 
analyzed in our study of the Southeast pertained to man-
agement's operation of the facility; and only two of these 
issues—bidding of runs and administration of layoff 5-
were found in the vast majority of the analyzed labor 
agreements. Our interviews confirmed the silence of 
the contracts on these issues; in fact, many of the union 
respondents indicated that several of the issues were 
not proper subjects for contract negotiations. It should 
be mentioned that the two exceptions—bidding of runs 
and administration of layoffs—do not fundamentally usurp 
management's discretionary capability to run the opera-
tion; thus the results suggest that management has a 
relatively unencumbered hand in operating the facility. 

In an attempt to measure the degree of union influ- 

ence in decision making with respect to contract provi-
sions, we analyzed all contracts in the Southeast and 
determined that there were 33 variables that deal with 
institutional issues. Each of the institutional issues was 
analyzed by use of four independent variables—organiza-
tional structure, population base, unit size, and number 
of buses. We could find no significant difference in in-
stitutional issues by organizational structure. Union 
involvement is significantly less (statistically speaking) 
at properties that have fewer than 100 employees than 
at those that have more than 200 employees. It must be 
noted that we did find that the degree of union involvement 
in these issues tends to be positively associated (at the 
0.05 level) with size, i.e., unit size, number of buses, 
and population. Finally, although organizational struc-
ture does not explain the overall involvement in institu-
tional issues, we did find that there is significantly less 
union involvement at privately owned companies than in 
publicly owned and operated agencies. This finding for 
the Southeast cannot be applied to any other area, pri-
manly because of the relative size of the unions in the 
private agencies; i.e., the transit union members are 
not the numerically dominant organization at the prop-
erty. Perhaps the bargaining power of these unions is 
also lessened by the fact that a cessation of mass transit 
activities at some of these properties would affect a 
relatively small portion of the firms' overall operations. 

ECONOMIC ISSUES 

A major economic issue in the transit industry is wages. 
It is theoretically difficult, if not impossible, to deter-
mine an economically appropriate wage rate for transit 
employees based on productivity because of the public 
nature of transit services and the mixture of revenue 
sources. Consequently, many transit employers and 
union leaders must rely on wage comparisons as the 
basis for wage demands during collective bargaining. 
In our study, we found that comparability is used fairly 
extensively in wage determination, particularly with 
respect to geographical comparisons and size of com-
pany, although there is no agreement between union and 
management as to common definitions. Significantly, 
we did not find that organizational ownership was used 
as a measure of comparability. And when wage rates 
are examined by organizational type, no significant dif-
ferences are found between privately and publicly owned 
operations. In fact, the most revealing breakdown of 
wage rates appears to be based on city size and, to some 
extent, on employee classification. 

In addition to wages, indirect forms of compensation, 
such as vacation, sick leave, and funeral leave, are 
important economic issues. Most of the labor agree-
ments that we examined also contained provisions for 
contingent benefits, i.e., insurance protection. How-
ever, aside from basic hospital- medic al- surgical in-
surance for employees, contract language is vague. Such 
coverage as major medical, accident, or life insurance 
for the employee and his family is most often not spec-
ified. Instead, many labor agreements contain a refer-
ence to a general insurance plan, not specifying types 
of coverage, extension to family, or responsibility for 
insurance cost. This same vagueness in contract lan-
guage applies to pension plans. 

When the 87 variables dealing with economic issues 
in the contract analysis of the nine-state southeastern 
area were analyzed by organizational structure, city 
size, unit size, and number of buses, it was found that 
city and company size were better indicators of the rel-
ative degree of union involvement in decisions about 
economic issues than organizational structure, i.e., 
private or public ownership. The overall degree of union 
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involvement in economic issues was judged to be rela-
tively low in the study area. 

RESOLUTION OF IMPASSES 

Impasses can occur in two forms of industrial disputes: 
(a) disputes of right, i.e., grievances that allege contract 
violations, and (b) disputes of interest, i.e., contract 
negotiations in which one party seeks to have a perma-
nent change included in the labor agreement. All but one 
of the properties in our study have a contractual provi-
sion for grievance procedures. However, there is a 
great deal of variation among the properties with regard 
to the definition of a grievance, the number of steps in 
the grievance procedure, the date of initiation (i.e., the 
date of the incident or the date of discovery), the time 
limits on appeal by the union and on decision by manage-
ment, and the total length of time allowed for the griev-
ance procedure. 

Although many mass transit properties are publicly 
owned, the heritage of private ownership accounts for 
binding arbitration as the final grievance step in almost 
all of the labor agreements. The vast majority of the 
arbitration provisions do not specifically exclude any 
grievance issues from this process; however, some labor 
agreements prohibit arbitration over some adverse ac-
tions, contract negotiations, and jurisdictional questions 
covered under statutes or civil service regulations. All 
but one of the labor agreements studied contain arbitra-
tion provisions that either explicitly or implicitly allow 
the arbitrator to resolve questions of arbitrability, and 
all labor agreements stipulate that the final arbitration 
is binding. The vast majority of the labor agreements 
place no time limits on the final arbitration decisions; 
thus, it can potentially take a very long time to arrive 
at the final disposition of a grievance. 

None of the privately owned operations expressly al-
lows the employee to continue to press the grievance 
after the union drops the issue. Also, none of the in-
vestigated contracts expressly prohibited the union's 
screening of employee grievances to determine whether 
the action is justified. 

The Amalgamated Transit Union has consistently en-
couraged the use of arbitration as a technique for re-
solving impasses in interest disputes; however, it ap-
pears that this use of arbitration has declined over the 
years. Another resolution technique is the strike. The 
vast majority of labor agreements prohibit strikes during 
the term of the contract; presumably, this contractual 
provision at least implicitly recognizes the strike option 
during an impasse in negotiations after the agreement 
expires. Although there are few constraints on strikes, 
there has been little strike activity in transit properties 
in the past few years in the Southeast. 

The passage of the Urban Mass Transportation Act 
of 1964 introduced a new period in collective bargaining 
for the transit industry. There has been a rapid spread 
of laws that regulate bargaining with public employees. 
In addition to the federal law, states have passed nu-
merous laws requiring regulation of bargaining by all pub-
lic employees and laws applying specifically (even if it 
is an exemption) to the employees of public transit sys-
tems. Many of the state laws provide for mediation and 
fact finding to aid the resolution of bargaining impasses. 
Very few states, however, give the public transit work-
ers a legal way to compel the resolution of conflicts. 
The strike weapon is prohibited in all but a few states, 
and it seems unlikely that public transit employees will 
be allowed to strike legally. In a number of states it 
would appear that compulsory arbitration is available 
to the parties, but in fact this is rarely the case. Thus, 
most public systems have lost the legal right to strike. 

In some cases, binding arbitration has been substituted, 
while in others impasses are resolved by unilateral man-
agement decisions. Examination of areas outside of the 
Southeast seems to indicate that, in certain instances, the 
union has been able to effectively use political power to 
negotiate decisions that largely negate the need for the 
strike. 

Any transit system that shifts from private to public 
ownership with the help of federal funds must sign a 
section 13c agreement with its union. One provision of 
this agreement deals with a "continuation of collective 
bargaining rights." This provision has not been inter-
preted to mean that a procedure for resolving impasses 
must be included. If state laws prohibit the use of the 
strike or binding arbitration to resolve impasses, then 
it is not required that the section 13c agreement contain 
a means of resolving contract bargaining impasses, even 
if the system has been public for some time and its em-
ployees have had no means to resolve impasses. 

SOME QUESTIONS 

How has the change from private to public owner-
ship affected company and union organization for bargain-
ing and their bargaining objectives? 

The company is no longer a tight hierarchy controlled 
by a close-knit group of decision makers seeking to max-
imize profits. It is a bureaucracy controlled by diverse 
interests that are nominally seeking to maximize service 
to riders. Of course, the fares and service of private 
systems are regulated by public utility commissions, 
which gives them many characteristics of a public agency 
even though they are privately owned. 

Are the structure and scope of bargaining differ-
ent under public ownership? 

The structure and scope of collective bargaining may 
differ in the two types of organizational structure. The 
workers' rights to organize, to be recognized, and to 
bargain collectively may be different under public owner-
ship. One way to get around laws dealing with public 
employee bargaining in certain areas is through the use 
of management service companies to operate the transit 
system for the public authority. Under certain condi-
tions, the scope of bargaining may be different under 
public ownership, but the conditions of difference are 
likely to be a result of the size of operation, population, 
or other independent variables, as well as organizational 
structure. 

What changes have occurred in the contract bar-
gaining process? 

The different laws governing collective bargaining by 
public and private employees influence the process itself. 
Variation in the procedural methods for helping to resolve 
conflict and, more importantly, variations in the pro-
cedures for impasse resolution are different. 

IMPRESSIONS 

Labor legislation formalizes public policy while it condi-
tions the effectiveness and scope of collective bargain-
ing. For example, the commencement and formulation 
of labor-management relationships at many of the mass 
transit facilities were greatly influenced by the Wagner 
Act. A crucial justification for this act was the idea that 
the employment relationships, including the determination 
of working conditions, should mirror the democractic 
society as a whole. Implicit in this act was the concept 
of good faith—a sincere effort to reach a mutually accept-
able labor arrangement. With few exceptions, it ap-
pears that the public policy reflected in the Wagner Act, 
including the good-faith bargaining, is in effect at the 
mass transit properties we studied in the Southeast, 
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particularly where labor and management representa-
tives have had long experience with each other in a col-
lective bargaining atmosphere. 

However, the shift from private to public ownership 
may eventually subject transit to the proposed federal 
legislation for public employee bargaining. Although it 
is difficult to speculate on the effects of such action, an 
examination of the law provides some interesting, per-
haps potentially devastating, effects on the bargaining 
relationship. For example, legislation requiring that 
transit employees be represented in a more inclusive 
bargaining unit could retard the established collective 
bargaining relationship. A labor agreement that covers 
many public employees in various classifications would 
probably not include the multitude of rather complex 
work rules and scheduling provisions necessary for ef-
ficient operations. 

Another topic of proposed public employee labor 
legislation is impasse resolution. Using Executive Or-
ders 10988 and 11491 as guides, it is quite conceivable 
that eventual legislation concerning public employees 
may disregard arbitration and the use of strikes as 
techniques for resolving impasses. In our study, we 
did not find that their use has resulted in a significant, 
permanent interference with either labor-management 
relationships or transit operations. Some noted labor 
authorities have suggested that certain classifications 
of public employees should be given the right to strike 
if they are performing nonessential services. Such a 
dimension could have a very significant effect on tran-
sit, for it will not be easy for legislators to distinguish 
between essential and nonessential services. 

Perhaps a more pervasive issue in public employee 
legislation is that of sovereignty—the notion that govern-
ment administration handles the sovereignty of the pub-
lic and therefore cannot relinquish this right to another 
organization. None of the union or management respon-
dents interviewed suggested the potential applicability 
or effects of this concept on labor relations, but sover-
eignty can have serious implications for the scope of 
collective bargaining. It appears that the established 
labor-management relationships in transit could be 
jeopardized if this climate is altered by federal legisla-
tion on public employee bargaining patterned on the 
principle of sovereignty. 

Finally, a related policy issue pertains to the degree 
of involvement by government officials in the collective 
bargaining process. Under the provisions of several 
statutes, there is a basis for the development of direc- 
tives by the U.S. Department of Transportation concern- 
ing labor policy. It seems apparent that Congress in- 
tended that the Department of Transportation contribute 
to the public interest through (a) encouraging cooperation 
between various levels of government, carriers, labor, 
and other interested parties toward the achievement of 
national transportation goals; (b) stimulating technolog- 
ical advances in transportation; (c) providing general 
leadership in the identification and solution of transport 
problems; and (d) developing and recommending to the 
President and Congress the approval of national trans-
portation policies and programs to accomplish these ob-
jectives with the full and appropriate consideration of 
the needs of the public, users, carriers, industry, 
labor, and the national interest. In formulating this 
policy, government officials should probably consider 
the following questions before becoming directly involved 
in the collective bargaining process: What is the related 
agency or governmental policy regarding collective bar-
gaining? If there is no appropriate policy, what guide-
lines can be established that will preserve the collective 
bargaining relationship and, at the same time, ease the 
concerns of the agency or its constituents? 
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Discussion 
This paper mentioned the changes in collective bargain-
ing in transit that would contribute to a better labor-
management relationship and dealt with the ambiguities 
in public-sector bargaining. It was stated that public 
officials generally do not know enough about public-sector 
bargaining and that improvements in management bar-
gaining are necessary. 

It was generally agreed that labor relationships can-
not be approached in the same way in a public agency 
as they are in the private sector, largely because there 
is not as much economic pressure on management in a 
public agency as there is in a private company. How-
ever, collective bargaining may be able to work in the 
public sector as it does in the private sector if there are 
proper laws, attitudes, and policies. 

A representative of management summarized the 
differences between collective bargaining in transit and 
that in other public-sector areas as being due to (a) the 
influence of past practice, which really helps to manage 
the system, and (b) the political ramifications: 

Under private operation, the owners of the system got to know the 
basics of the economics and labor negotiations in a hurry because it rep-
resented a profit. Today, under public operation, we are in a learning 
process. We often make a negotiated settlement in good faith with the 
labor union and then have to go back and reteach the operating author-
ities what our decisions meant. One of the most important things for us 
to recognize at this conference is the serious problems of the political in-
put, because we do not have flexibility today. 

To a question on whether collective bargaining in the 
transit industry should be covered by the same laws and 
regulations used for other public employees, a labor 
representative responded: 

Since it is federally funded, federal rules apply to what can and cannot be 
be done in the industry. Transit unions would prefer to keep rules and 
bargaining units for transit separate from those for other public employ-
ees and to have transit dealt with as a special field that would require 
certain special rules. The kind of work rules and structures in transit are 
so completely different from those for other government employees that 
it just does not seem appropriate to lump them all together. 

Because the industry has changed hands, there are 
very few professional skills yet in the public areas com-
pared with what there were in the private sector. In some 
cases, such as New York, more skills have been devel-
oped because transit employee shave a longer history of bar-
gaining than most other public employees. In New York, the 
Taylor Law covered so-called bargaining in the public 
sector (the term collective bargaining was not used at 
all; collective negotiation was the term used). 
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Labor expressed the view that nationwide uniformity 
in transit labor relations is needed within a legal struc-
ture that would require full collective bargaining. Re-
strictions on the right to strike, mandated arbitration, 
or mandated arrangements for the settlement of other 
disputes should be set out in a way that is understand-
able and unambiguous. It was also pointed out that, be-
cause transit is a deficit operation, a transit agency 
operator saves money by shutting down the system; 
something should be done in law and policy so that it will 
not be to the advantage of the public transit system to 
be shut down. 

A management representative pointed out that a step 
toward total communication with the labor unions could 
be worked out if regular meetings are scheduled to ad-
dress the current issues. It was also suggested that, 
because so little of the decision-making process is left 
to negotiations, representatives of the real decision 
makers should be invited into the negotiating sessions 
and regular meetings. Perhaps a negotiating team, 
representing the political bodies that make the deci-
sions, should be formed to expedite the process and 
avoid the time that is spent waiting for the decision 
makers' approval alter representatives at the negotiating 
table have reached a compromise. 

Labor questioned the validity of the sunshine laws in 
connection with collective bargaining. Smith indicated 
that in Florida negotiations have been fairly nonproduc-
tive in the public sector once they have been put into the 
open. It was noted that it is virtually impossible to 
bargain collectively when the mayor, public authorities, 
city council, and others involved in the negotiations are 
together at the bargaining table. It was felt that the 
negotiations do not belong in the newspapers but should 
remain at the negotiating table. 

A representative of management then asked Smith to 
assess the development of section 13c and to suggest a  

direction management might take in order to avoid 
arduous collective bargaining confrontations. Smith 
re sponded: 

One thing that has clearly been accomplished under section 13c in the 
last 12 years is that collective bargaining as an institution has survived 
the transfer from private to public ownership. The last years have 
brought more money into an expanding industry, and some of the new 
service providers that we anticipated have not materialized. I think the 
big test affecting section 13c is still to come in whether it is going to be 
of value or not and what it is going to mean to the industry and other 
service providers. 

The roles of federal, state, and local governments in 
employee bargaining were questioned repeatedly in the 
session. There was a feeling that many state govern-
ments tend to lump all public employees into the same 
group as if they are somehow identical. A representa-
tive of the federal government added that there are at 
least three categories of public employees that ought to 
be distinguished for purposes of collective bargaining 
and labor-management relations: 

Those closely related to health and welfare, such 
as fire and police protection; 

Those in education, who pose no immediate health 
and welfare problem if they go on strike; and 

Those in the transit industry, which has a unique 
history and funding (both the fare box and tax revenues). 

Finally, Smith suggested that it is not realistic to 
expect passage of a federal law that would be applicable 
to state and municipal employees but that the implemen-
tation of state laws is a substantially different matter. 
In many areas transit is suffering because it is handled 
by the same agencies that are promoting the growth of 
highways and the use of automobiles. 

The Impact of Paratransit 
Innovations on the Job Security of 
Conventional Transit Employees 
Kenneth S. Mericle, Alfred P. Sloan School of Management, Massachusetts Institute of Technology 

The purpose of this paper is to assess the impact of 
paratransit innovations on the job security of the present 
employees of conventional transit service. The major 
problem in carrying out this task is that we know very 
little about the ultimate potential of paratransit service 
modes in the urban transportation system of the future. 
It is true that interest in paratransit has increased enor-
mously since the concept first became fashionable in the 
mid-1960s. A variety of federal agencies, including 
the Urban Mass Transportation Administration, Federal 
Highway Administration, Federal Energy Administra- 

tion, and Environmental Protection Agency, have sup-
ported paratransit activities, and several state govern-
ments have passed legislation or created agencies de-
signed to promote the concept (1). However, transit 
operators, with a few exceptions, have moved very 
slowly in the area, and the early enthusiasm of transit 
labor leaders for dial-a-ride has changed to skepticism 
as the paratransit concept has expanded to include other 
modes less attractive to labor. Thus, most paratransit 
activity has to date escaped the control of the transit 
industry and the jurisdiction of transit unions. This 
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raises the specter of competition between paratransit 
and existing conventional services. At this time, the 
extent of potential competition is a matter of conjecture 
because of the limited nature of our experience with 
paratransit. Nevertheless, I will engage in some spec-
ulation about the impact of paratransit on the job secu-
rity of conventional transit workers. 

Let me first define paratransit. My colleague at the 
Massachusetts Institute of Technology (MIT), Alan 
Altshuler, defines paratransit as the range of ride-
sharing activities that lie between "pickup car pools or-
ganized solely at the initiative of the individual members 
and fixed-route bus service" (1). According to Altshuler, 
paratransit service is characterized by (a) some degree 
of formal organization and (b) flexible routing to serve 
specific origins and destinations rather than simply high-
demand corridors. Under this general definition the 
specific modes most frequently discussed are (a) dial-a-
ride transit, (b) shared-ride taxis, (c) subscription bus 
service, (d) van pools, and (e) formally organized car 
pools. Special transportation services for the elderly 
and handicapped, which could employ any of the above 
modes, are sometimes identified as a separate category. 
Normal taxi service is explicitly excluded. 

Before dealing with each of these service modes, I 
would like to propose a list of general questions that 
must be addressed before the job-security problem can 
be accurately analyzed. The list is probably not corn-
plete, current answers are fragmentary and tentative, 
and not all questions are relevant to all modes; however, 
if we could answer the questions posed below, we would 
have a much clearer idea of how paratransit will affect 
conventional transit employment. 

Does an effective demand exist for paratransit 
service? What is the range of incentives and disincen-
tives being contemplated to channel travelers into the 
mode? 

What is the relationship between the cost of pro-
viding the service and potential revenues generated? 
How will deficits be financed? 

How does the total cost of the paratransit service 
compare with the cost of automobile operation, taxi, 
transit, and other paratransit modes? 

Does the mode employ paid labor (full-time or 
part-time drivers, maintenance workers, dispatchers, 
and soon), and how important is labor cost asashare of 
total costs? 

Who will own and operate the paratransit ser-
vice? In particular, will the service be provided by 
transit operators or by taxi fleets, nonprofit institutions, 
new profit- making independent paratransit operators, 
employers, public agencies, and other institutions out-
side of the transit establishment? 

If the paratransit service is not provided by tran-
sit operators, can competition be limited or contained 
through industry or union influence, in the former case 
through regulatory bodies and in the latter through sec-. 
tion 13c negotiations? 

If the paratransit service does compete with ex-
isting transit service, to what extent will transit riders 
be diverted to the paratransit service? 

If paratransit service is provided by transit op-
erators, how will it be combined with existing conven-
tional service? In particular, will the paratransit ser-
vice be organized as an independent operation or inte-
grated with the company's other services? 

To what extent will transit unions cooperate in 
the introduction of paratransit service by transit opera-
tors? Will unions make concessions on work rules and 
permit operational flexibility during the introductory 
period? 

Will transit unions be willing and able to organize 
workers in paratransit services provided by nontransit 
employers? 

DEMAND-RESPONSIVE TRANSIT 

Demand-responsive transit (DRT) includes any form of 
shared-ride passenger transportation that serves the 
general public and responds spatially or temporally to 
individual travel demands. Of the paratransit modes 
previously identified, dial- a- ride transit service, 
shared-ride taxi, and subscription bus service fit this 
category. DRT systems have proliferated rapidly in the 
United States; there were an estimated 200 in 1976 (2, 
p.2). 	 - 

The DRT concept initially received widespread sup-
port from local, state, and federal governments; man-
agers and labor leaders in the transit industry; and aca-
demics. Enthusiasm for the concept was due in large 
part to its rosy portrayal in early theoretical studies and 
reports on initial operating experiences. DRT was sup-
posed to provide service comparable to that of taxis at 
a cost comparable to that of buses and, in the process, 
contribute to the reduction of air pollution, the conser-
vation of fuel, and the increased mobility of the transit-
dependent population. These expectations have proven 
to be unrealistically high. 

In theory, DRT is ideally suited to serve areas in 
which population densities are not sufficiently high to 
justify conventional transit service; the suburbs and 
small cities are prime examples. DRT service is also 
supposed to be well suited to serve transportation-
deprived groups with special individual needs, e.g., the 
handicapped and elderly. 

New sources of federal assistance should help to 
create an effective demand for DRT services. Section 
5 of the National Mass Transportation Assistance Act of 
1974 allocates operating assistance funds among urban 
areas according to a formula based on population and a 
population-density weighting factor. The formula will 
reduce the concentration of federal assistance among 
transit- intensive urban areas and increase assistance in 
the suburbs and small cities where DRT is presumably 
most appropriate. Similarly, section 16b2 earmarks 
federal funds for the elderly and handicapped, another 
potential client group for DRT service. 

Thus far DRT systems have not been very successful 
from a cost perspective. Service has been terminated 
in several well-known projects, including those in Colum-
bus, Fairfax, Haddonfield, Richmond, and Santa Clara, 
primarily because of unacceptably high costs (2). An 
MIT study of 16 systems indicates a substantial gap be-
tween revenues and costs. Fifteen of the systems were 
money losers, and fare revenues covered only 8 to 37 
percent of total operating costs (the median was about 
23 percent). The remaining system covered 100 percent 
of its operating costs but had an average fare of $2.15 
(2, pp.  34 and 50). 

Part of the cost problem is due to the experimental 
nature of the projects (2, pp.  33-58). In some cases, 
planners were too ambitious in the type of service they 
sought to provide. By sacrificing flexibility (for ex-
ample, by reducing the number of destinations served) 
costs can be significantly reduced. In other cases, sys-
tems were not large enough to reduce overhead costs 
sufficiently. The staffing requirements and technical 
difficulties of computer dispatching services have con-
sistently been underestimated. Accident rates have been 
high. The solution of these design and management 
problems should significantly reduce costs. However, 
whether costs can be reduced to the point that the ser-
vice becomes economically possible is an open question 
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at this point. If substantial subsidies continue to be re-
quired, then other options for serving the same markets 
will have to be considered. For example, the elderly 
and handicapped may be better off receiving transporta-
tion subsidies that could be spent on existing taxi and 
transit services. Such an arrangement could prove to 
be a better investment of public revenues as well. 

Driver costs represent a major portion of total cost 
in nearly all DRT systems, and unionized bus-based 
systems have the highest hourly compensation rates. 
Labor-cost considerations therefore tend to favor 
smaller vehicles and nonunion drivers. These tendencies 
suggest that services provided by taxi operators and 
nonprofit institutions will have a significant cost advan-
tage over systems run by transit operators. 

If DRT service is only viable if fringe benefits are 
nonexistent and wages are low, then the whole concept 
should be reassessed. One of the principal arguments 
in favor of DRT is that it can serve the transportation 
needs of the elderly and handicapped and thus increase 
equity in the transportation system. If transportation 
equity comes at the expense of labor-market equity, it 
cannot be justified. In particular, public subsidies that 
perpetuate an already serious problem of low-wage em-
ployment are indefensible. 

Section 13c of the Urban Mass Transportation Act 
provides a lever by which transit unions can influence 
the development of DRT systems that serve the general 
population. The section 13c provisions are most rele-
vant in areas currently served by conventional transit. 
In this general case, unions are in a good position to 
protect the job-security interests of their members. 

DRT systems that serve only the elderly and handi-
capped and are subsidized through section 16b2 of the 
act are exempted from section 13c coverage. Because 
of the limited population served by such systems, their 
economic viability is seriously in doubt. Where they are 
established, they will probably only have a marginal 
impact on the demand for conventional transit. The 
unions' option in this case is to attempt to organize the 
systems and establish wage and benefit standards through 
collective bargaining. 

Section 13c considerations will probably not be im-
portant in the case of new DRT systems that serve the 
general population in areas that currently do not have 
conventional transit service. In this situation, DRT does 
not threaten the job security of transit-union members. 
In fact, the establishment of new systems in suburbs 
and small cities represents a potential expanded juris-
diction for transit unions if the systems canbe organized. 
It should be noted, however, that new DRT systems will 
compete with taxi operators, and section 13c problems 
may arise if existing taxi drivers pursue claims (1). 

As previously mentioned, DRT systems that are run 
as part of an existing unionized transit system have for 
the most part proven to be high-cost operations. To my 
knowledge, these systems have all been established as 
largely independent suboperations. They have their own 
drivers and work rules and are treated as separate cost 
centers within their overall transit networks. This or-
ganizational model may not represent the most effective 
means of combining conventional and paratransit ser-
vice. A more fully integrated approach could result in 
cost savings for the combined system. I will return to 
this point in the last section of the paper. 

In the combined systems, unions have recognized the 
special problems associated with DRT service. In the 
case of Cleveland, Local 268 of the Amalgamated Tran-
sit Union (ATU) has made very significant concessions 
on wages, benefits, and work rules from the prevailing 
standards in the conventional transit component of the 
system. In Rochester, the ATU has also been flexible  

in bargalning special work rules designed to solve prob-
lems in the DRT component of the system. This flexi-
bility, cooperation, and willingness to compromise are 
encouraging. 

In summary, let me advance the following tentative 
conclusions. First, the economic viability of DRT has 
not yet been established. Second, DRT does not appear 
to be a significant threat to the job security of transit 
employees. Third, DRT systems have the greatest po-
tential in areas that are not currently served by conven-
tional transit. In competitive situations, DRT systems 
will probably be confined to the elderly and handicapped 
and hence will have little impact on overall transit de-
mand. Finally, transit workers may yet gain expanded 
employment opportunities in combined DRT and conven-
tional transit systems if unions maintain a flexible atti-
tude and management problems can be resolved. 

RIDE SHARING 

This category of paratransit service includes van pooling 
and formally organized car pooling. The ride-sharing 
concept includes arrangements in which the vehicle is 
driven by a work-trip commuter and the riders have made 
a long-term commitment to the particular ride-sharing 
group. The distinction between van pools and car pools 
is not based on the type of vehicle but on the ownership 
of the vehicle (3). In the former case, the vehicle is 
owned by some third party, such as an employer or a 
private, for-profit van-pool organizer; in the latter, the 
vehicle is owned by the driver. 

The two modes have high appeal to transit planners 
and government agencies for a number of reasons. First, 
the costs are relatively low and fall primarily on private 
users and organizers. The major public expenses, if 
any, are organization and coordination costs and possibly 
capital grants in the case of van pools. Operating sub-
sidies to support paid drivers are unnecessary. Second, 
increased ride sharing could result in significant gains 
in energy saving, pollution reduction, and congestion 
relief. Third, unlike the transit system, the existing 
automobile fleet has enormous idle capacity even during 
peak travel periods. And finally, a number of special 
transportation needs exist for which ride sharing is 
particularly well suited, for example, employment sites 
that are isolated from conventional transit routes, long-
distance commuting, and consolidation of automobile 
travel where parking space is limited. 

Ride sharing may be threatening to the transit opera-
tors and transit unions because of its potential competi-
tion with the transit industry and because it largely lies 
outside of their institutional control. Unless subsidies 
are provided by the U.S. Department of Transportation 
(DOT), van pools are not subject to section 13c regula-
tion. Since drivers are not involved in a wage relation-
ship, influence through collective bargaining is out of 
the question. Car pools are not classified as common-
carrier transportation and thus are not subject to state 
regulation; the regulatory status of van pools is mixed, 
but there may be a trend toward deregulation (see 
Womack's paper in Part 2 of this Special Report). Thus, 
the normal mechanisms by which leaders in the transit 
industry and unions seek to protect their interests are 
far less effective in the case of ride sharing than for other 
paratransit modes. If ride sharing were widely adopted, 
it could have a serious impact on the job security of 
transit workers. 

However, the threat of vastly expanded ride sharing 
does not seem likely to materialize in the absence of a 
national emergency that would require a severe curtail-
ment of energy use. In this case, not only ride sharing 
but transit as well would probably benefit from a shift 
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away from individual automobile use. Under less ex-
treme conditions, the public has responded to formally 
organized, areawide car-pool campaigns with a notable 
lack of enthusiasm. To be sure, millions of people 
share rides on an informal basis with friends and rela-
tives, but the discomfort of dealing with strangers and 
the added inconveniences seem to discourage participa-
tion in the formal efforts. In the absence of major car-
pool incentives or disincentives for individual occupancy 
of automobiles, broad-based car-pool programs are not 
likely to be successful. 

On the other hand, ride-sharing arrangements center-
ing on large employment sites have greater potential. 
This is particularly true if the employer promotes the 
program. The biggest problem here is motivating the 
employer, since most of the benefits of ride sharing—
clean air, reduced oil imports, and reduced congestion 
on the highways—do not directly affect the employer, 
while most of the costs—start-up expenses and valuable 
management time—do. If the employer has limited park-
ing facilities, alternative uses for parking lots, or a 
significant number of employees with commuting prob-
lems, motivation may not be a serious problem, and 
the employer may even voluntarily incur expenses to 
promote a ride-sharing scheme. In the absence of these 
conditions, incentives (subsidies, tax breaks, or capital 
grants) or disincentives (parking limitations or legisla-
tive requirements) will probably be necessary. 

Another point that is important to remember in as-
sessing the demand for ride sharing is that a minimum 
labor force of 250 to 500 employees is probably neces-
sary to justify a formal program. More than 60 percent 
of the urban labor force works in establishments that 
have fewer than 250 employees (3, p.  42). Further-
more, even the most successful of current ride-sharing 
efforts have succeeded in attracting only a minority of 
the eligible workers. 

When the preferences of the public and the operational 
limitations on ride sharing are considered, the mode 
does not seem very threatening to transit. A major 
government program of incentives and disincentives 
could change this picture but, even if such an effort were 
undertaken, its potential area of impact would be rather 
limited, and within this area most ride sharers would 
probably be diverted from single-occupant automobiles 
rather than from transit. For the present, it seems 
unlikely that ride-sharing activity will have a serious 
impact on transit employment. 

It seems as though the ATU has arrived at this same 
conclusion. In the single case to date of a DOT demon-
stration grant to a van-pool project, section 13c negotia-
tions were successfully concluded. In return for a guar-
antee on the size of the existing conventional transit bar-
gaining unit and an agreement to allow transit employees 
to perform maintenance work on the vans, the ATU local 
reached a section 13c agreement with the transit author-
ity. The vans will employ unpaid drivers and operate 
in the same service area as the conventional transit 
system. A similar agreement has recently been reached 
in Norfolk. 

PARATRANSIT AND TRANSIT: 
SUCCESSFUL INTEGRATION 

In this final section, I would like to return to a question 
raised previously in the discussion of DRT: Can the 
cost of dial-a-ride transit be reduced through more ef-
fective integration with conventional transit service? 
Dial-a-ride is the mode that holds the greatest promise 
for successful participation by the transit authority in 
paratransit developments. However, experience to date 
suggests that dial-a-ride transit is a high-cost and low- 

revenue operation when established as part of a unionized 
conventional transit system. I believe that economic 
performance could be improved through more effective 
integration of the conventional and paratransit compo-
nents (4). 

The performance of dial-a-ride should be evaluated 
within the context of the entire transit system, and the 
dial-a-ride component should be designed to maximize 
the overall performance of the entire system. To date, 
dial-a-ride systems have been evaluated as separate 
and independent subsystems, and the operating charac-
teristics of dial-a-ride have been designed primarily 
with the performance of only that component in mind. 
This approach is certainly justifiable in the demonstra-
tion phase when new technologies, management tech-
niques, service characteristics, and so on are being 
evaluated but, in the operational phase, integration for 
systemwide performance is the appropriate approach. 

Let me briefly illustrate what this approach might 
mean in the area of use of staff. Transit systems are 
faced with a serious problem of personnel allocation be-
cause of the large fluctuation in ridership between peak 
and base periods. Demand for drivers is high in the 
early morning and late afternoon and low at midday. 
Transit unions attempt to protect their members by es-
tablishing work rules that regulate the structuring of 
runs in such a way that drivers are not forced, through 
split and short-work shifts, to bear the burden of the 
irregular demand patterns. These work rules generally 
include at least the following provisions: (a) minimum 
guarantees of 8 h of actual workper day; (b) overtime pay-
ments if the actual work is performed in split runs that 
span a period in excess of a minimum figure, usually 10 
or 11 h; and (c) systemwide constraints on the proportion 
of split runs permissible. 

From labor's point of view, these work rules repre-
sent an important concession that allows management 
to deviate from the normal 8-h workday. From manage-
ment's point of view, the work rules represent costly 
constraints on staffing patterns and work assignments. 
The important point here is that the rules are a fact of 
life in the transit industry. 

Scheduling work rules have at least three negative 
impacts on labor costs: The 8-h-minimum work guar-
antee results in some underemployment of drivers; over-
time payments for split runs raise average hourly labor 
costs; and systemwide constraints on split runs cause 
service inflation in base periods (i.e., service levels 
higher than those justified by actual customer demand). 

Any measures that increase the demand for transit 
service in the base period can yield direct labor savings 
by reducing the above costs. One possibility in this re-
gard is new transit service designed to attract new 
cu stomers— dial- a-ride is an intere sting possibility. 
Suppose a limited dial-a-ride service were established 
during the period between peaks in the conventional sys-
tem. Some drivers could be employed in both compo-
nents of the system, working in the conventional compo-
nent during the peaks and in dial-a-ride during the base 
period. The gains for labor would include a higher pro-
portion of straight shifts and possibly more employment 
opportunities. For management, the gains would include 
the elimination of unnecessary service in the conven-
tional component, reduction of overtime costs, and more 
effective use of personnel. Revenues might also in-
crease. 

I am proposing that the dial-a-ride system be explic-
itly designed to capitalize on existing inefficiencies in the 
conventional component of the transit system. In the 
case outlined above, I have tried to illustrate hiw dial-
a-ride might take advantage of scheduling problems. 
There are undoubtedly other such staffing problems and 
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more general problems in conventional systems that in-
telligently integrated dial-a-ride could help to redress. 
The point I mean to emphasize in this brief discussion 
is that dial-a-ride can be more cost-effective if it is 
designed with systemwide efficiency in mind and if it is 
evaluated within that context. This style of integration 
will obviously require a great deal of flexibility on the 
part of both labor and management but, if it is adopted, 
it may mean that the transit industry and transit unions 
will benefit from the growing interest in paratransit. 
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Discussion 
A representative of management praised the author's 
analysis of the possible negative effects of paratransit 
on traditional transit but felt that the paper missed the 
opportunity to examine the possible benefits that para-
transit may have: 

think we have a great opportunity to probe the possibility that para-
transit can help to boost the ridership in traditional transit and that 
paratransit holds the opportunity for the better utilization of labor. It 
may enable us to avoid split shifts to a greater extent than would other-
wise be possible. 

He went on to say that other benefits of paratransit 
should also be looked, at, especially automobile ride 
sharing as a feeder service for express commuter ser-
vice. Ride sharing can perform feeder services and 
boost the ridership of that part of traditional transit 
that is the most economical: 

When two, three, or four people initially get together for the purpose of 
ride sharing in an automobile, that leads to ride sharing in an 8 to 15-
passenger van, and that leads to ride sharing in a 40 or 50-passenger bus. 
I was observing the operation of one of our commuter buses when it 
pulled up to a ride-sharing parking lot that was 20 miles outside the city. 

On disembarking, the commuters did not go individually to automobiles, 
and in some cases they went in groups of 10 to a van. 

A representative from the Urban Mass Transportation 
Administration (UMTA) commented on the latest pro-
posed UMTA policy statement on paratransit: 

It denies the conventional transit industry any real opportunity to pro. 
vide paratransit service because of the mandatory bidding procedure, 
which requires that no conventional system can provide paratransit ser-
vice unless it is able to bid competitively with other service providers 
and operate it at this cost. It will not be possible for-conventional sys-
tems to compete on this basis. 

There was a great deal of concern over the prolifera-
tion of transportation services provided by social agen-
cies in many cities. The greatest concern was whether 
these services could be performed by traditional transit 
labor without having to cut wages. The costs per pas-
senger that some of these agencies are incurring run to 
$5 to $7/passenger. In such cases it would save money 
to hire an exclusive-ride taxi. 

Representatives of management and federal agencies 
both expressed concern about the effect of paratransit 
on land use. A management view was expressed that, if 
there is a commitment toward maximizing the movement 
of people, paratransit could be designed to work closely 
with and in support of mass transit. A federal repre-
sentative, commenting on land-use patterns and para-
transit, indicated that it is necessary to look at what 
forms of paratransit are being evaluated; existing land 
use indicates a clear potential for car pooling and van 
pooling: 

If the car-pooling and van-pooling projects can be designed in such a way 
that they either complement conventional transit service or form a poten-
tial market for conventional transit service at some point in the future, 
then the transit industry ought to be supportive of car pooling and van 
pooling rather than upset by it. 

Labor raised the issue of free time, suggesting a 
possible cure for the situation in which drivers are on 
for 4 h, off for 4 h, and on again for the peak: 

If the free time were used so that the driver works 4 h on the peak load 
and 4 h on some other form of transit, he or she has worked 8 h. The 
traditional approaches of using split shifts or 12-h days entail higher 
costs for the operator. Labor cost is added to the second peak if the 
driver is asked to work dvertime throughout both peaks; regulatory 
agencies also become concerned with the overtime work load. 

A management person then added that this approach 
to labor shifts results in the possibility of better utiliza-
tion of labor as well as additional jobs and clarified the 
point by saying: 

I think it is a question of coordinating each system. If the industry be-
gins to carry more and more people, we are going to have more and more 
jobs. It is not a matter, in my judgment, of using people 10 to 12 h. I 
think it is a case of more 8-h jobs. 
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The procedures of collective bargaining require specific 
attention. Although the words are used very generally 
in conversation, there are not many definitions of collec-
tive bargaining. For the purposes of this discussion, 
the appropriate definition of collective bargaining proce-
dure is "those procedures of representatives of com-
panies and unions that are designed to bring about agree-
ments for fixed terms with exclusive bargaining agents 
on the so-called mandatory subjects of bargaining, 
wages, hours, and working conditions." 

The main aim of collective bargaining today is to 
make collective bargaining agreements. In the beginning 
of the process, language typicai of civil rights legisla-
tion was apparent in the Nationai Labor Relations Act, 
which granted employees the right to organize and to 
bargain collectively. In view of the effects of the Taft-
Hartley Law, the Labor-Management Act of 1947, and 
court decisions, it appears that collective bargaining 
has developed from a civil right of workers to correct 
the wrongs of the working place into a process by which 
companies and unions seek to reach agreements on the 
subject matters of their relationship. 

The process of reaching agreement must involve or-
ganizations whose representatives have the capacity to 
agree and disagree. The capacity to disagree is most 
frequently manifested in the right to strike and, its com-
panion on the employer's side, the right to take a strike 
in the process of agreeing with the right to disagree. 

The point is not whether public workers should have 
the right to strike; the more fundamental question is 
whether the collective bargaining procedures that have 
developed in the private sector fit the public sector. 
Perhaps the term collective bargaining is inappropriate 
in public employment. This is not to question the ap-
propriateness of collective bargaining procedures in 
public employment but to look at the role of decision 
making in the public sector; it is so different from that 
in the private sector that the words collective bargaining 
seem to confuse more than help in defining what is being 
done. 

A new term might be composed to be a little more 
accurate for the collective bargaining process that oc-
curs in the public sector. The term is collective "bleep-
ing," formed of an acronym standing for bargaining, 
lobbying, electioneering, exhorting, and politicking. 
(Politicking is used in its broadest sense to indicate the 
use of various processes of government through the 
courts, legislative bodies, or administrative agencies.) 
In this process, the employees would get together to 
form unions or labor organizations, as is common prac-
tice in the private sector; the structure, aims, and 
aspirations would be basically the same, and these or-
ganizations would act collectively for the employees. 

Determination of wages, hours, and working condi-
tions should also be seen in its broader aspect in public 
employment. The New York experience is relevant be-
cause it has set standards for public employment in 
generai and specificaily for transportation relations 
elsewhere in the United States. When the city of New 
York took over its transit companies, Mayor La Guardia 
said that workers, having become civil servants, were  

not entitled to bargain collectively and that they were not 
entitled to negotiate a labor agreement because their 
wages and hours were set by the processes of government 
with regard to all employees. In ensuing years the pro-
cess in the transportation field developed more and more 
toward the type of collective bargaining that exists in the 
private sector because (a) the union had a history of ne-
gotiation in the private sector that carried over into the 
public sector and (b) there was at all times an employing 
agency—first, a board of transportation that was con-
trolled by the city and then later a transit authority that 
was given the legal authority to be independent. 

As the bargaining or bleeping process develops, there 
is inevitable movement toward larger units or units that 
are more influenced by what occurs in other units. For 
example, contracts in the automobile industry will affect 
those in the steel industry, the electrical industry, and 
so forth. Furthermore, the depth of the decision-making 
process increases with the increasing number of political 
jurisdictions in the cities. 

Who is the decision maker? This is another point of 
controversy in the process of reaching an agreement 
during negotiations. If a transportation authority is 
called on to make the decision, the decision can be sub-
ject to review by the state and federal governments, 
which inevitably have an effect on labor relations through 
grants, standards, and similar matters. The process 
by which decisions are made in the public sector is so 
totally different from that by which the decisions are 
made in the private sector that the term seemingly does 
more to confuse than to help. 

The dominant factors in trying to make collective bar-
gaining work inthe public sector are problems of deci-
sion making by the employer (which becomes complicated 
because some regional transit authorities have more 
decision-making responsibilities than city agencies) and 
the question of fare. The fare has become a significant 
political, social, and collective bargaining issue. It is 
a political matter of great economic importance in every 
major city. Fare increases in the transit industry are 
much more visible than raises given to policemen, fire-
men, and other public employees. There is a public 
interest in keeping the fare down because of the need to 
encourage the use of mass transportation and the need 
to halt the continuing swing to the private automobile, 
but there is a clash between this sort of social policy and 
the labor relations that are affected by it. 

Historically, a wage increase was used to eliminate 
a substandard condition; more recently, it has become 
a method of compensating for the rise in the cost of liv-
ing. Today the process is tremendously complex in the 
private sector, although it appears to be working rea-
sonably well and is continually improving. However, it 
is not working as well in the public sector. A workable 
process must be discovered, and it is unlikely that this 
will be collective bargaining as it exists in the private 
sector. The process should include decision making, 
that is, local political decision making in which employ-
ees, through their representatives, have an important 
stake. 
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Discussion 
This paper led to group discussions on the differences 
between labor relations in the public and private sector, 
politicians and the collective bargaining process, fi-
nancing transit, and the formulation of transport policy 
at different levels of government. A labor representa-
tive asked the author whether he felt that the problem of 
collective bargaining in the public sector is so compli-
cated because the public employer does not have enough 
interest in making it work. Kheel responded: 

There is a lot of misunderstandirg and a lot of mixed motivations. Some 
people do not believe there should be collective bargaining. There are 
those who are fearful that with collective bargaining will come the right 
to strike and that the unions will have too much clout. There are those 
who simply do not understand what the process is; others are so beset 
with other problems that they just hope these things will quiet down. 
think that one of the main problems is that employers are not good 
enough as employers; they are not sufficiently motivated to be as effec-
tive as private-sector employers. 

A management representative suggested that it was 
the political process that slowed the bargaining process 
and noted that "the private corporations have a conti-
nuity of labor relationships; in the public sector, each 
time the negotiators come to the bargaining table there 
are new faces." Kheel said it is "important to recog-
nize that bargaining in the public sector can not be fit 
into the mold of bargaining in the private sector; it is 
too different." 

Labor disagreed, arguing that collective bargaining 
procedures used in the private sector will work in the 
public sector if politicians are kept away from the bar-
gaining table. A labor representative also said that, 
since politicians are held responsible for the economics 
of running the transit operations and are therefore con-
cerned about the industry's ability to meet its operating 
costs, any increase in wages resulting from the bar-
gaining process invariably affects the ability of the or-
ganization to meet its costs for the year. He added: 
"There is not a city in the country in which the top 
political person is not definitely involved. Transporta-
tion will not be able to keep the politicians out because 
this industry is in the public sector." 

Because politicians are held responsible for the eco-
nomics of running a system, they are interested in f are-
box revenue from both an economic and a political per-
spective at the bargaining table. A management repre-
sentative submitted that public financial support may be-
come stabilized, as it has in California, where 

the level of tax support is not going to expand beyond what it is now, 
except for increases caused by inflation. If this stabilization in the pub-
lic support of transit actually occurs, collective bargaining will become 
very similar to that in the private sector. Fare-box revenues can be fore-
cast within reasonable ranges. Trade-off decisions will be made among 
fares, service levels, and wages. If this trend in public financial support 
is realized, the authorities will have the discretion to increase fares and 
will therefore be able to talk at the bargaining table about wage settle-
ments. 

Labor was concerned about the role of the federal 
government in regulating the decision-making process, 
considering the tremendous injection of federal funds into 
the industry. In response, Kheel expressed his opinions 
on the actions that should be pursued by the federal gov-
ernment: "We have always lacked a balanced transpor-
tation policy in this country. The federal government 
must have a transportation policy that takes into account 
the kind of balance that should exist in each region." He 
continued to discuss governmental roles and expressed 
his views on the states' role: 

A distinction should be made between financial matters and operating 
matters at the state level. Sometimes it is hard to draw that line, be-
cause many operating matters have financial costs. There should be 
statewide settlements, pension systems, and standards; operational de-
cisions should be entirely localized. Decision making should be con-
fined to operating people as much as possible. However, an effective 
working relationship must exist because operational matters cost money 
as well. The question then becomes whether decisions come within the 
budget or operating process. 

When questioned about regional policy, Kheel said: 

Logically our regions are the more appropriate governmental form but, 
in practice, they are difficult to bring about. I would like to see re-
gional compacts on transportation everywhere, with federal policies that 
provide funds for that kind of coordinated action by the states or cities 
that are involved. 

Employee Protection: Perceptions 
of Section 13c 
Earl Putnam, Amalgamated Transit Union, Washington, D.C. 

It is interesting to note the varying perceptions of sec- 	One of the underlying problems is that few seem to ac- 
tion 13c held by the industry and by the academic world. 	cept or understand the factors behind section 13c. For 
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example, one academic has suggested that section 13c 
is "labor's price for the enactment of the Urban Mass 
Transportation Act of 1964." On the contrary, it rep-
resents labor's request that there be something that 
would recognize that the worker in the industry had some 
legitimate interests and certain rights that had been 
badly damaged in the process of transition from private 
to' public employment before 1964. The movement of 
the transit industry from the private to the public sector 
affected union representation, collective bargaining, and 
pension rights. 

The transition from federal labor law to state labor 
law resulted in extreme losses by the workers in jobs, 
pension rights, and bargaining rights. The industry was 
in decline, system alter system went into abandonment 
or bankruptcy, and more and more jobs were lost. 
People who had worked in transit their entire working 
lives suddenly found themselves on the street at a time 
when they could neither pursue employment in their 
trained professions nor obtain other employment. 

When Congress enacted the Urban Mass Transporta-
tion Act of 1964, labor welcomed federal money into the 
industry. It felt that the federal dollars should be benefi-
cial to the transit workers in terms that would be fair 
and equitable to labor. 

The recent resurgence of employment in the industry 
is largely a result of the increase in federal aid, both 
capital grants and operating assistance. The program 
is designed to create jobs and provide more financial 
aid within the system so that there will be additional 
funds for wages. Capital assistance may be helpful to 
the worker, just as operating assistance is helpful to the 
worker. 

A factor that distinguishes operating assistance from 
capital assistance is that there is no assurance that op-
erating assistance is going to be used for conventional 
transit. The original theory of Congress was that this 
sort of program might result in incidental effects on the 
working force as a result of improved technology or the 
other uses to which federal funds might be put that could 
cause job losses or reductions in earnings. Operating 
assistance may be used to provide taxi service or some 
other transportation service that will not benefit labor. 
It is for this reason that the protection arrangement is 
to be put in place in advance. Then, in the event that some-
one is hurt by the advancement of technology in the field 
and losses of jobs occur, there is a remedy available. 

In recognizing the need for fair and equitable treatment 
of labor, Congress recognized that the transit workers 
have certain rights that must be considered by the federal 
government and that they should be protected. Because 
labor is receiving a fair shake in the transit industry, 
which is receiving federal funds, it is felt that it should 
share some of the benefits that flow from federal dollars. 

Section 13c should be put into its proper perspective. 
Because of the increasing political furor surrounding it 
today, transit labor is under heavy attack. The basic 
thrust of the forces against section 13c seems to be based 
on the fact that we have moved into the public sector and 
have been the focus of a much broader dispute about the 
structure for wage determination in state and local public 
employment in general. Unfortunately, it appears that 
transit employment is setting the precedent for decision 
making in state and local public employment. Local 
government officials are 'suddenly concerned that what 
they do for transit will be expected by the rest of their 
employees. Because of this, there is a great deal of 
opposition to collective bargaining from local govern-
ments. 

The progress that has been made since 1964 in transit 
labor has recently come to a halt. General acceptance 
of a basic statutory provision administered and inter-
preted since 1964 is now in question. Today everything 
is open to question; it is not known what Congress and 
the Carter administration may do. It is even very dif-
ficult to predict what the industry will do. 

The original section 13c agreement for operating as-
sistance was only in place for about 6 months before 
certain segments of the industry began attacking it. It 
was never properly administered and put into place at 
the U.S. Department of Labor. It is certainly still an 
open question whether the U.S. Department of Transpor-
tation feels there is any need for section 13c protection 
in the area of operating assistance. Such uncertainty 
makes it difficult for industry and the worker to know 
what to do. There are no accepted ground rules or 
guidelines, and the levels of protection are uncertain. 

There are legitimate differences of opinion as to the 
structure and application of section 13c. It can be used 
constructively to promote transportation, or it can be 
used as a weapon to assure that transportation innova-
tion does not occur or that it occurs in ways that will be 
detrimental to the general public. 

Employee Protection: Paratransit 
and Its Impact on the Operator 
Leo Cusick, Regional Transportation Authority, Chicago 

The overriding fear regarding paratransit in the regular 	the operator will phase out enough routes to put himself 
business of mass transportation is that operators will 	out of business. If the basis for the decision on route 
continually be in the position to eliminate routes and say 	extension or existence is economic, the operator will 
that paratransit vehicles can handle the riders; perhaps 	continue to eliminate lines. What has been done tradi- 
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tionally in the industry is to extend the lines into various 
areas, providing public transportation to outlying areas 
and helping in the development of the area. This function 
of mass transit would no longer exist with most para-
transit vehicles. 

If paratransit is to become central in the public trans-
portation industry, the extension of these corridors may 
never be realized. Historically, the central city has 
been extended by commuter rail lines and other mass 
transit lines, as in New York City and Chicago. The 
function of mass transit in developing land-use patterns 
cannot be served by the lower volumes of riders charac-
teristic of paratransit vehicles. The development of 
land use and mass transportation centered around a 
metropolitan area must go hand in hand. 

Recently there has been a trend toward the use of 
transportation in social services whereby social service 
agencies take on the responsibility of using transit as 
a method of developing skills. These social service 
agencies create transportation jobs to train people who 
are not qualified for other jobs for a variety of reasons 
but can perform some service in transit. The problem 
is that the public transportation agency assigned to reg-
ulate the transportation service in that area loses this 
patronage but must accommodate the social service agen-
cies through providing maintenance of the vehicles and 
so on. In this situation, there is a competitive organi-
zation that is not recognized because it is under the 
guise of social services. 

Another situation that affects operators and union 
people in regard to paratransit vehicle operations in the 
transit market arose in Los Angeles. People were hired 
as drivers in training to drive during the peak hours. 
It was agreed that the operator would pay the union scale 
wage and provide the vehicle. The driver in training 
would drive the vehicle to work, picking up people along 
the way, and at the end of 6 months would be a qualified 
bus driver. However, this experience was unsuccessful 
because the drivers in training were unwilling to become 
full-time bus drivers at the end of their 6-month training 
period; many wanted to continue to work as drivers in 
training for an unlimited period. The program there-
fore failed to produce new full-time drivers. 

This touches on an aspect of productivity that has 
developed into a very sensitive area for management 
and the unions. One problem area is that of the driver 
who works during the peak, thereby obtaining union 
benefits, and also works regular hours at another job; 
another problem area is that of the full-time union 
people who moonlight for private operators for less 
money than they receive as union drivers. The public 
transit authority is paying for fringe benefits for the 
drivers who moonlight and are then encouraged to in-
crease productivity. The private entrepreneur reaps 
the benefits, and the public authority is affected by the 
drivers' susceptibility to accidents because of the long 
hours the driver has worked. Though safety and appear-
ance seem to be small factors, they are important to 
those responsible for running the system. 

Though it is a long and often arduous task, agreements 
can usually be reached between union and management 
forces. In regard to section 13c, the process of negotia-
tion has developed from a fairly simple statement that 
only required union approval and protection for the 
worker. Section 13c now implies a much more complex 
relationship and has become broadened to the extent that 
it is difficult for a mass transit operator who is limited 
to a specific geographical area to accept the trends of 
negotiations and labor relations within the entire nation. 

Discussion 
Since discussion about the current concern over paratransit and section 13c also 
occurred at other times during the meeting, the following section includes some 
points that were contributed during discussions that followed previous papers. 

Labor expressed concern that there is no assurance that 
operating assistance will be used for conventional transit 
service. It may be used to provide taxi service or, be-
cause of requirements that it be subcontracted on a com-
petitive basis, may go to the bidder whopays the lowest 
wages. Because there is no assurance for conventional 
transit workers on how the money will be spent, there 
was a good deal of interest in worker protection in such 
cases. One person noted that section 5 contains a pos-
sibility for capital assistance; perhaps it would be easier 
if the funds were dedicated entirely to capital assistance 
or entirely to operating assistance. A labor representa-
tive suggested that 

whether the money is given out in operating assistance or in capital assis-
tance seems immaterial. For example, if the requirement of the proposed 
paratransit policy is that conventional transit providers must offer all 
paratransit elements for bids before they can provide any of the services, 
and if they have given preference to the low-cost private transit provider, 
then it seems likely that existing transit employees may lose jobs and 
earnings as a direct result of the federal assistance program. 

Another labor representative pointed out that there 
are significant difficulties in dealing with competitive 
bidding because "the mass transit wage makes it impos-
sible to compete with low-paid drivers, for example, 
cab drivers who work on a commission basis." Transit 
costs were mentioned as the primary item in industry 
negotiations. Recently, operators have had to address 
the issue of other services that must be provided to meet 
federal requirements, such as paratransit operations. 
lithe new services take transit riders away from con-
ventional services and have a short life span, the program 
has had a detrimental effect on conventional transit op-
erations. A participant from management added that 
"With competitive bidding, the service provider is only 
considered in terms of price; longevity of service oper-
ations, safety, and performance measures should also 
be considered in the final decision." 

A representative of the federal government said that, 
although price is a key factor in paratransit policy, it is 
not the only factor and added: 

The basic assumption being made is that there is a need for transportation 
services. The reason for the competitive bidding process is that there is 
a real effort to protect labor employed by both private and conventional 
carriers. There is also an effort to protect the elderly and handicapped, 
because current mass transit is unable to provide service to them effec-
tively although the law requires it. Together, these requirements force 
us to look at some alternative form of transportation, namely paratransit. 

Some concern was expressed about the precedent set 
by the government in proposing ordinances and regula-
tions to which local governments must conform. The 
government representative mentioned that the federal 
government is trying to take a leadership role and "to 
reach some consistency in dealing with the transporta-
tion problem. Many cities and states have regulations 
or laws that discourage the most efficient use of trans-
portation, such as those that prohibit taxis from offering 
shared rides." 

It was also noted that the provision of funds by the 
federal government sometimes causes traditional transit 
operations to be more competitive with the private pro-
vider of service and that this may force the private pro-
vider of service out of business. It was observed that 
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in state programs funds are sometimes granted through 
other agencies that are not trying to be low-cost pro-
viders of service, which results in a distortion in the 
flow of funds. In some states, the proposed regulations 
have caused dismay. The transit authorities are unwill-
ing to make a commitment until the funding has been 
settled. It is difficult to predict the results of the new 
statutes and proposed policies; it is feared that efforts 
to protect the private operator may in fact squeeze him 
or her out of the market and cause the public operator 
to assume a service and then cross-subsidize it from 
fare -box revenues. 

A management representative pointed out that para-
transit should complement the existing transit network 
because they can be mutually beneficial. For example, 
under certain conditions, a taxicab operation is not com-
petitive with a bus system but can supplement the ser-
vice. Paratransit can make a significant contribution to 
traditional transit. If, for example, a fixed-route bus 
is operating at a cost of $4 or $5/passenger in the late 
evening hours, another form of transit may be able to 
significantly decrease costs, especially paratransit. 

A labor representative thought that one of the basic 
problems in paratransit is that Congress changed the 
definition of urban mass transportation to remove the 
fixed-route restriction in 1968 

without any realization of what that might do to the total fabric of the Ur-
ban Mass Transportation Act. The legal and policy implications that re-
sulted from making federal assistance available to a broader range of service 
providers were not realized at the time. The act was written to save a failing 
industry, and prime consideration was given to conventional and fixed-
rail passenger service. As the Urban Mass Transportation Administration 
has moved toward experimenting with paratransit, it has been faced with 
obstacles that the act was not ready to deal with. There is a gross overem-
phasis on provisions of the act to take directions that Congress had not orig-
inally intended. Congress has never addressed the questions of how para-
transit should be fitted into the act, what level of protection should be 
awarded to taxi operators or other employees, or what rights the taxi indus-
try should have for operating assistance and capital assistance. 

The issue of an overall statute to regulate bargaining 
had been raised previously. Labor indicated that 

an appropriate policy for all urban mass transportation programs is 
needed, and this cannot be accomplished only through section 13c. 
The relevant factors are spread throughout the Urban Mass Transporta-
tion Act and relate to productivity options, Cost factors, and planning 
arrangements. Because of all these implications, a labor policy is not 
something that is solely within the U.S. Department of Labor's juris. 
diction under section 1 3c. 

There was a very strong difference of opinion in re-
gard to the appropriate role for the third party in deci-
sion making in labor relations at the federal, state, and 
local levels, particularly at the federal level. Some 
participants felt that the federal government should not 
intrude itself in local decision making on such issues as 
wages. Others felt that the federal government had a 
right to impose certain standards. A need for national 
agreement on wages and hours was alluded to both di-
rectly and indirectly during the meeting. One participant 
stated that 

- there has been a thread running through the meeting that suggests that 
labor may be in favor of a national law regulating labor in the mass tran-
sit industry. The group I represent is unalterably opposed to such a pro-
gram. Both labor and management must be opposed to any concept of 
industrywide collective bargaining agreements because each property has 
different operating, financial, and managerial problems. Nationwide bar-
gaining cannot conceivably work for local transit properties. 

This statement elicited very strong opposition from 
labor representatives. If there is a trend toward national 
labor law running through the industry, it was felt, it 
must be clearly articulated and not indirectly referred to 
through such practices as grants-in-aid. A management 
participant mentioned that he had the feeling that the 
opinion of the group was being sought on industry's con-
sideration of a national labor policy, the trend toward 
national data gathering, the appropriate role of the fed-
eral government, and the need to measure productivity. 
There was general concern by both labor and manage-
ment that the meeting not indicate that the group favored 
a labor law relating to negotiating mass transit agree-
ments at the national level. 
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Measuring the Effectiveness of 
Transit Marketing 



Introduction and Conclusions 

The workshop on measuring the effectiveness of transit 
marketing was convened by the Transportation Research 
Board in Washington, D.C., June 6 to 8, 1977. The 
workshop, one of a series of five designed to address 
some current problems in the mass transit industry, 
focused on a discussion of market research, product 
planning and development, sales communications, and 
sales training. The workshop reached the following 
conclusions: 

The role of m arketing— Marketing should take its 
place as a legitimate and vital part of transit manage-
ment and of community planning. Assuming this role 
will require the active support of the U.S. Department 
of Transportation (DOT). Marketers themselves should 
develop some means of speaking with a single voice, 
such as a trade association; this agency could also set 
marketing standards and act as an information exchange. 
A common set of standards should be established in 
order to measure the effectiveness of transit marketing. 

Market research—Market research should be 
practiced more systematically in individual systems and 
should be coordinated among systems. It should be goal 
oriented rather than budget oriented, and certain com-
mon elements, such as survey questions and system 
standards, should be identified and developed. Some 
centralized exchange of information on market research 
programs and their results is needed. 

Product development—The objective of product 
development should be defined so as to include all trans-
portation services, not just transit services. Transpor-
tation services should be defined as the whole interre-
lated system of moving people and goods, by any mode, 
within a given urban area. 

Sales communication—Target marketing and the 
use of specialized media should be encouraged both to 
reduce costs and to personalize sales efforts. 

Sales training—Information about ongoing sales 
training programs and methods should be exchanged 
among systems, either informally or through DOT. 

PLANNING TRANSPORTATION 
SERVICES 

Marketers should become more involved in transporta-
tion planning, both on a broad areawide level and within 
the transit agencies themselves. Although some transit 
managers have an active voice in community planning 
through their metropolitan planning organizations, it is 
generally rare that transit marketing has such input. 
Marketing could help give definition to community plans 
by identifying the transportation needs of consumers, 
but marketers are rarely given a hearing in this forum. 

There has been a natural animosity between the plan-
ning community and marketers The marketers are pro-
ducing data that truly reflect what is happening at the 
grass-roots level, whereas the planners think in terms 
of what is good for the community. One reason so many 
plans fall is that they do not have enough input from the 
consumer, and that can only be obtained from the mar-
keter. 

If transit marketers are to become involved with com-
munity planning, they should widen their marketing con-
text to include all transportation services, not just tran-
sit. Those involved in transit tend to want to do things 
like staggering work hours or eliminating parking in 
order to establish express bus lanes. They do not want 
to talk about van or car pooling or involving the other 
modes. The part transit plays in marketing mass trans-
portation must be broadened if it is to be a long-range 
role. 

One vehicle for becoming more involved in transpor-
tation planning—as opposed to transit planning—is the 
federal Transportation System Management (TSM) pro-
gram. In 1975, the Secretary of Transportation issued 
a set of guidelines for noncapital or low-capital improve-
ments in urban transportation. These improvements 
fall into four main categories: 

Actions to ensure efficient use of existing road 
space, primarily from an engineering standpoint; 

Actions to reduce the use of vehicles in congested 
areas, including consideration of pricing alternatives; 

Actions to improve transit service through greater 
flexibility and responsiveness in routing, scheduling, and 
dispatching; provision of express bus, park-and-ride, 
and shuttle services; better collection, distribution, and 
internal circulation; and provision of better fare-
collection systems, bus shelters, and information ser-
vices and systems; and 

Actions to increase internal efficiency of transit 
management, such as improving marketing, developing 
cost accounting, and using other management tools to 
improve decision making. 

Federal grants funneled through the Urban Mass 
Transportation Administration (UMTA) will be provided 
to implement these actions in communities that have 
demonstrated reasonable progress in implementing pre-
viously established projects. Marketing is both explic-
itly and implicitly involved in many of the actions sug-
gested. This fact, and the pressure to get improvement 
programs under way in order to receive federal funds, 
should provide ample incentive to include marketers in 
communitywide transportation planning. 

174 
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SUPPORT FOR MARKETING 
PROGRAMS 

Enlarging the role of marketing will require higher 
levels of both moral and monetary support than are cur-
rently available. It was suggested that DOT could act 
as both spokesman and catalyst for the interests of mar-
keting. Providing a forum for the exchange of marketing 
information among different systems would in itself do 
much to support and unify marketing efforts. State de-
partments of transportation could also play a far more 
aggressive role in assisting marketing programs, par-
ticularly those of small systems. The Michigan Depart-
ment of Transportation, for example, has an active pro-
gram that includes local transit marketing efforts, but 
this kind of support is not widespread. 

One of the most meaningful forms of support that the 
American Public Transit Association (APTA), UMTA, 
and state departments of transportation could provide for 
local marketing efforts would be to educate local politi-
cal bodies—the keepers of the purse strings—about the 
importance of marketing. UMTA has supported in many 
ways greater acceptance of marketing in transit. The 
Transit Marketing Demonstration Project is an example. 
Two cities, Nashville and Baltimore, were selected as 
sites for the project, which got under way in early 1976. 
The intent of the project was to show how a marketing 
program could be applied in a transit context and what 
the results might be. The program involved measuring 
the effect of changes in various service amenities—
shorter headways, new routes, shelters, boarding signs, 
and extended routes. The goal of the program was to at 
least maintain, if not improve, the cost-effectiveness 
of the system over the period of a year. This goal was 
met, and some slight gain was accomplished as well. 

In Nashville, there was some increase in ridership 
during the course of the year—from roughly 7 million to 
8 million rides—and public perception of bus service, 
among both riders and nonriders, improved. The prin-
cipal reasons people gave for thinking the bus system 
was better were improved service (which included 100 
new buses), more routes, and more frequent service. 
The transit information system also rated high marks 
from consumers. 

One of the more interesting findings in terms of mar-
ket potential for transit was the comparative ratings of 
automobiles and buses with respect to specific attributes 
The bus came out ahead in every category—conserving 
gasoline, not having to fight traffic, reducing travel ex-
penses, avoiding traffic delays, providing reliable ser-
vice, and being dependable in bad weather. The number 
of automobiles in the household did not affect ridership, 
but having one always available generally precluded the 
use of transit. 

The main impact of the program was the increase in 
numbers of riders from 12 percent of the local popula-
tion to 21 percent. These riders are also voters, so 
this may be an excellent means of gaining local political 
support for transit. There were major shifts in the 
demographic profile of transit riders, and the direction 
of this shift should also impress local community lead-
ers. Higher income riders (those making at least 
$15000/year) increased from 18 percent of all riders 
to 29 percent, probably because of the institution of new 
suburban routes and services. The percentage of riders 
under 30 years old increased from 36 to 52 percent, and 
the percentage of males among riders went from 33 to 
45 percent. 

MEASURING SUCCESS IN TRANSIT 

Although the Nashville demonstration project success- 

fully increased ridership, ridership alone is not an ade-
quate index of a transit system's successes and failures. 
It does not consider the cost side at all. Only measures 
that include cost can accurately indicate how a transit 
system is doing. Cost per mile, cost per hour, cost per 
loading, and particularly cost per rider are all more 
relevant than ridership in evaluating performance trends 
in the transit industry. Whatever the measure or com-
bination of measures that is used, it is important that 
the measures be standardized throughout the industry. 

There are several reasons that standard measures of 
transit system performance would be useful. One is 
that they would allow direct comparisons to be made 
among systems. The point is that one cannot tell how a 
system is progressing by tracking only its own trends; 
it is necessary to compare the progress of similar sys-
tems in similar circumstances. Cost per rider is one of 
the principal measures used for this purpose. 

Where local systems operate within a larger structure, 
and some higher level entity, such as a state department 
of transportation, has responsibility for coordinating and 
overseeing local operations, it is essential that this 
entity have some common ground for comparing goals 
and results among the systems under its jurisdiction. 
This is actually being done in Michigan for every system 
in the state on the basis of cost per mile, cost per pas-
senger, and so forth. Each system submits its goals 
for the year, and they are all then monitored on how well 
they are achieving their goals. The program is designed 
to show how the various systems relate to each other in 
order to permit comparisons of cost-effectiveness. 

But this still does not take into account the social, 
land-use, and other elements to which it is difficult to 
ascribe a cost factor. These elements—the external 
environment in which transit companies operate—can 
strongly affect the statistical picture a transit agency 
presents. At present, however, these factors are beyond 
the reach of quantified measurement methods, and they 
must be accounted for in qualitative terms. 

There is some feeling that all these measures, stan-
dardized or not, are too narrow to trace accurately the 
progress a transit agency is making toward its goal. 
This argument turns on how broad transit goals should 
be. Should goals deal with increasing the use of transit 
in relation to its cost, or should they deal with providing 
a social service in the form of transportation? Under 
the broader definition, for instance, a transit agency 
might encourage its riders to use a more cost-effective 
mode of transportation than transit; thus, the agency 
might lose riders but still make progress toward achiev-
ing its public-service goals. 

However conceptually attractive these broad goals may 
be, they defy precise measurement and are difficult to 
translate into pragmatic terms. The political bodies that 
support the transit system may find these goals impos-
sible to deal with. One participant noted that 

right now, whether we like it or not, the highest priority is placed on 
ridership by the city council. If we are going to be successful in broaden. 
ing our goals and becoming more effective, we must educate these people 
so that they will give us latitude in this direction. They understand it if 
you say your ridership is up or your cost per passenger is down by 42 
percent or whatever, but they are not prepared to think in broader terms. 

EFFICIENCY IN MARKET RESEARCH 

The research effort seems to parallel the amount of 
money available. The more money there is, the more 
research there is. Market research programs often have 
only very superficial objectives and goals, usually based 
on immediate answers to'immediate questions. The type 
of research that is undertaken may, indeed, be more 
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closely related to the amount of support for this activity 
than to the overall objectives of the company. 

Market research is a rather widely accepted activity 
in transit, although many companies do not have formal 
market research units within their organizational struc-
hires. Whether it is actually carried out by an agency, 
by operations people, or by a formal market research 
department, most transit agencies have someone out 
counting noses and asking survey questions. There is 
some suspicion, however, that many of the questions 
may be irrelevant or duplicative, that many research 
efforts may not be cost-effective in terms of the agen-
cy's goals, and that other sources may already have 
come up with similar, usable information. There may 
be a large measure of overkill in transit market re-
search. 

Market research could probably be made more effi-
cient if there were some coordination of effort and some 
exchange of information among systems. This would 
probably have to be done through some agency with an 
overview capability—APTA or DOT. Developing a com-
mon set of survey questions, for instance, would avoid 
the invention of new questions with new wording to 
elicit basically the same information. Further, some 
uniformity along these lines would help develop a com-
mon data base that could be used by all systems in 
further research. 

Even if a common approach cannot be used, it may 
be possible to find guidance or even applicable methods 
and results in other research studies. At present, there 
is no vehicle for exchanging information on what areas 
are being researched, what methods are being used, and  

what results are being found. Some method of pooling 
this information for use by all systems might save du-
plication of effort and unnecessary research expenses. 
Again, APTA and DOT are the most likely collection cen-
ters. Along with using secondary sources to a greater 
extent—assuming these sources are made available—
market researchers might also be able to design their 
studies to use internal sources of information, e.g., 
complaint departments or telephone information opera-
tors. 

DEVELOPING MARKETING STANDARDS 

Marketing in the transit industry largely evolved from a 
public relations background, but it has become much 
broader, more systematic, and more precise than its 
public relations element. Many marketers have not kept 
up with this evolution. If marketing is to affect manage-
ment decisions, then marketers must be able to deal with 
concepts of productivity and quantitative goals. Seminars 
and conferences are needed to enrich the skills of mar-
keting practitioners. 

Along with the opportunity for skill development, Some 
standard is needed to define just which areas of expertise 
a transit marketer should have and just how expert he or 
she should be in these areas. It was suggested that an 
association of professional transit marketers might serve 
such a purpose. Such an association could also act as 
a clearinghouse for information on transit marketing 
activities throughout the country so that systems could 
compare notes on marketing programs. 

Market Research 
Defining market research as it is practiced in the tran-
sit industry today is a difficult task. Many smaller tran-
sit agencies have no formal market research program 
at all. Among those that do, the activities undertaken 
vary widely in level and sophistication. Some people are 
doing research on basic attitudes and awareness; some 
are dealing with operational data; some are more con-
cerned than others with evaluating productivity of opera-
tions or of marketing efforts; some take all three ap-
proaches. In general, the more money that is available 
for market research and the greater the support from a 
transit agency's general manager and board of directors, 
the more likely it is that the research program will be 
oriented toward identifying needs and evaluating results. 

ROLE OF MARKET RESEARCH IN 
TRANSIT 

Virtually all transit authorities use some form of market 
research, although it may be carried out by the local 
metropolitan planning organization or by the operations 
division of the transit agency rather than by people for-
mally designated as market researchers. Most of these 
market research efforts are aimed at gathering informa-
tion. They may include on-board surveys, peak-load 
counts, studies of average fares and running times, 
and origin-destination and attitudinal studies, as well as 

various ad hoc techniques. Data collection is not true 
research, however; it lacks system. 

A systematic research program has several basic 
components. Its purpose must be clearly defined in 
terms of overall company objectives; it must have bench-
marks or standards against which to measure change or 
differences; it must use tools that are relevant to its 
purpose and to its comparison standards; and it should 
include an evaluation phase. An ongoing research pro-
gram can be an invaluable management tool. 

Goal Setting 

Transit agencies often fall to spell out the ends they are 
trying to achieve and to order their objectives by prior-
ity. Is the object to provide better transportation 
services to the community, or is it to increase company 
revenues? Is it to reduce or control costs, or is it to 
increase ridership? If the latter, is the increase sought 
in all markets at all times? If a combination of objec-
tives is sought, which stands foremost at the moment? 
Once the overall objective is decided on, it is very often 
achieved most efficiently by setting goals in very specific 
terms. Market research can be used to define these 
goals realistically. 

Market research in the San Francisco Bay Area Rapid 
Transit (BART) District, for example, found that the 
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reliability of BART service was considered to be very 
low. As a result, the decision was made to concentrate 
marketing efforts on retaining present riders while ser-
vice was being improved rather than on trying to induce 
new riders to use the system. Metro's objective in Se-
attle was to increase ridership. Market research was 
used to translate this objective into specific goals that 
were feasible under existing conditions. These goals 
were set up so that progress toward them could be eas-
ily measured, for example, to increase household pen-
etration by 20 000 households and to increase the number 
of round-trip riders from 11 to 12/month. 

If a transit agency's objective is defined broadly as 
providing a social service to the community, market re-
search can be used to translate this broad mandate into 
accomplishable actions. For instance, in a city that is 
concerned about opportunities for the elderly, the tran-
sit agency might wish to identify the areas in which older 
people live and which types of transportation services 
might be best suited to their needs—a job for market 
research. 

Market research can also help set feasible goals, or 
service standards, for particular routes. It has been 
shown, for example, that there is little point in setting 
a goal that calls for increased ridership in areas in 
which most people have automobiles available at all 
times; they probably will not use transit under any cir-
cumstances. It is particularly difficult to set standards 
for new routes, but market research can be used to 
estimate potential riders or the lead time needed to bring 
a route into full use; it can help answer the question of 
what can be realistically expected of a new route at what 
point in time. 

The transit agency's objectives, whatever they may 
be and however they may be expressed, should determine 
the purpose of particular marketing efforts; this pur-
pose, in turn, should determine the research method 
used. For instance, if an agency is concerned with re-
taining its present riders, an attitudinal survey among 
present users to identify perceived problems and short-
comings would be appropriate. The agency's market-
ing and operations efforts could then focus on these 
problems. 

Inappropriate market research methods may severely 
distort results. For example, the Denver Regional 
Transportation District (RTD) wished to track ridership 
trends, and it used the method of dividing total fare 
revenue by the average fare (established by on-board 
surveys) to estimate ridership. After fare boxes were 
installed that registered the fares, it became apparent 
that actual patronage was much higher than had been 
indicated by the average-fare method of measurement; 
in fact, the average fare had probably been overestimated 
by 15 to 20 percent. A direct method of estimating 
riders would have provided a much more accurate indi-
cation of ridership. 

A market research program is by no means limited 
to a single objective, just as it is not limited to a single 
methodological approach. The Southeast Michigan 
Transportation Authority (SEMTA) is planning to conduct 
a survey in its present service area and in the areas 
where service is planned for the near future. This sur-
vey will be designed to help set and achieve marketing 
goals. The basic objectives of the survey will be to 
develop (a) a factual base for developing measurable and 
achievable marketing objectives, (b) a basis for quan-
tifying customers' awareness of and attitudes toward 
current and projected transit services, (c) a basis for 
determining which segments of the market can most 
likely be induced to use public transit, (d) a rational 
foundation for a goal-oriented marketing plan with ap-
propriate service development and communications  

programs, and (e) a benchmark against which to measure 
the future results of marketing and communications pro-
grams and the effectiveness of funds committed to those 
programs. 

Problem Identification 

If transit companies expect to maintain present levels of 
transit use, it is important for them to recognize and 
correct their shortcomings. Improvement in present 
problem areas should be made before they try to induce 
new riders to use the system. What transit management 
sees as a problem, however, is not necessarily what 
riders perceive as problems, and it is the users' prob-
lems that affect ridership. Market research is essential 
to determine the public's perceptions of transit service. 

Problem-detection studies may be used by transit 
management (a) to identify significant problem areas that 
need to be worked on actively and immediately; (b) to 
distinguish areas in which change can occur only gradu-
ally, so that marketing efforts can be directed toward 
explaining that change is anticipated; and (c) to help 
management appear to be responsive to public wishes 
and complaints. Thus, problem identification is an im-
portant method of directing the efforts of both operations 
and marketing departments into the most productive 
channels. 

For example, the BART study, which found that the 
public considered BART operations unreliable, induced 
management to direct its resources toward improving 
service rather than expanding service. An RTD survey 
indicated that a large majority of people who lived within 
three blocks of a transit line felt they could not use it. 
A follow-up survey found that they didn't know how to 
catch or ride a bus. As a result, instructional materials 
are being prepared to remedy this situation. 

Problem-identification techniques are generally used 
to spot existing deficiencies, but they could also be used 
to prevent some future problems. A case in point was 
one in which a transit operations division discontinued 
a bus stop that seemed, on paper, to be unnecessary. 
The public outcry that ensued might have been avoided, 
or at least mitigated, had some market research pre-
ceded the action. 

Identifying Potential Riders 

It is generally agreed that a large part of the population 
will never use transit services. In view of the high and 
rising cost of advertising, it is more economic to confine 
marketing efforts to those markets that are most likely 
to respond to them and to make the degree of effort 
commensurate with the likely degree of response. Sort-
ing out these markets requires market research. 

In virtually all markets, the most likely transit riders 
are people who have no easy alternative, specifically 
those who do not have an automobile available to them 
at all times. Within this group, the most frequent riders 
are those, such as commiters and people in school, who 
must meet some regular schedule. Beyond these factors, 
however, the variables that determine ridership may be 
quite diverse in different environments. For instance, 
transit use usually is thought to vary inversely with in-
come. This relationship did not appear to hold in Den-
ver, however. Market research discovered that in Den-
ver family income figures far overstate disposable in-
come because of the high proportion of divorced persons 
in the population there. When transit use was measured 
against disposable income, the usual relationship between 
income and ridership held. 

In many cases, systems may wish to encourage off-
peak riders. Potential markets of this type may exist 
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among special population groups, such as shoppers, 
tourists, or school children. Converting these people 
into transit users may require a considerable investment 
in marketing and in services, however. Market research 
directed at these target groups may determine in ad-
vance the size of the investment needed to gain these 
riders and the extent to which—and how soon—such an 
investment might pay off. If a company decides to main-
tain some uneconomic routes for political or social 
reasons, market research can estimate the likely cost 
of this policy. Market research can therefore be used 
not only to pinpoint potential demand for transit services 
of a particular type or along a particular route but also 
to measure the cost per rider of providing these ser-
vices. 

Along with selecting target groups for marketing ef-
forts, market research can determine which media forms 
are most likely to reach each market segment, and po-
tential gains may be weighed against marketing costs. 
Transit users, for instance, can easily—and at relatively 
small expense—pick up information from on-board flyers 
or "take-one" boxes at bus stops. Reaching nonusers 
may require door-to-door campaigns, mass mailings, 
or general advertisements. Local newspapers may be 
used to publicize local routes, or foreign language media 
may reach some ethnic groups in specific areas. To 
some extent, the same sort of matching may be carried 
out in service design: Recreational riders may respond 
to holiday or special-events services, shoppers to mini-
buses, or the elderly to dial-a-ride services. Again, 
however, the costs of providing these services must be 
balanced against their ridership potential, and market 
research is required to estimate this potential. 

Data Bases and Service Standards 

One of the important purposes of market research is to 
evaluate the productivity of transit operations and mar-
keting efforts and to predict future productivity. How-
ever, if the results are to include a sense of direction—
an indication of improvement or decline—then a set of 
baseline data is required against which to measure 
change. In the same vein, when an evaluation cannot be 
made over time (e.g., a new route or a comparison of 
routes within or among cities), some performance stan-
dard or benchmark is needed. Developing service stan-
dards poses particular problems. Standards may be 
borrowed from another transit company or developed by 
intuition but, if they are set at levels that are not real-
istic in terms of the actual conditions, the system or 
service may appear to be less or more productive than 
it actually is. 

Market research can establish data bases for future 
research efforts, but it takes a long time and a large 
budget to compile an adequate amount of data. Denver 
has been working on compiling a data base for 2 years. 
A major problem with transit data is that they have not 
been collected on a consistent basis. The type of data 
collected within one agency varies among studies and 
over time, and it varies even more from one agency to 
the next. Thus, although large amounts of data are 
gathered, they cannot be used to form a data base. Even 
if consistency in data is actively sought, reaching con-
sensus on which measures to use is likely to be a major 
stumbling block. 

Measuring the Effectiveness of 
Marketing 

The effectiveness of a marketing effort, for example, 
to increase ridership, really depends on its success in 
two stages of the effort: getting information into the 

hands of present and potential transit users and inducing 
them to act on this information, that is, actually changing 
their behavior so that they ride the bus or ride it more 
often. Although the first stage, providing information, 
may consume the lion's share of marketing time and bud-
gets, the success of this function cannot be equated with 
the success of the marketing program. People may be 
fully informed about a transit system's operations and 
yet opt not to use the system. On the other hand, those 
people who are potential transit users cannot use the 
system unless they know how. Thus, providing the public 
with understandable information is a vital part of mar-
keting, but it is not the end product or object of market-
ing; marketing success must be measured by whether 
people use transit, not by whether they know about it. 

Evaluating the effect of a marketing effort requires a 
benchmark. The marketing plan must include a research 
effort that predates the actual campaign in order to es-
tablish baseline data, so that a before-and-alter compari-
son may be made. For this reason, it is important that 
the objectives of the campaign be defined explicitly from 
the outset. Market researchers should plan in advance 
what is going to be measured and how it is going to be 
evaluated; then they can collect baseline data on compara-
ble terms. Defining marketing objectives is, itself, a 
task for which market research is appropriate. 

Establishing the terms in which to evaluate a market-
ing effort may be a complicated matter. The usual mea-
sures may not be relevant or even desirable. Should a new 
route be expected to immediately produce the number of 
passengers per kilometer that the whole system averages 
or is some gestation time necessary? If so, how much? 
Should attitudinal studies or cost and revenue measures 
prevail? What if the public's evaluation of how a system 
is doing cannot be squared with cost-effective opera-
tions? It was suggested that the matter of which measures 
are used is less important than consistency in their use. 

Evaluation is generally justified in order to direct the 
marketing effort to make the most productive use of 
transit resources. This may require a greater degree 
of marketing subtlety than is practiced in many systems. 
Simply gaining riders, or even revenues, does not guar-
antee that the system is producing transportation services 
as effectively as it could. For instance, increasing the 
peak ridership may not be cost-effective, and it might 
be better to discourage these riders. Perhaps the mar-
keting effort should be directed toward changing people's 
travel patterns or toward raising the level of off-peak 
use in order to absorb part of the cost of maintaining a 
comfortable level of service during peak hours. Evalua-
tion methods should be sophisticated enough to distinguish 
among different market segments and to suggest a wide 
range of alternatives for service improvement. 

Demand Analysis and Forecasting 

Can market research be used to develop demand curves 
for the transit industry that would allow systems to fore-
cast use of the system or of a particular type of service? 
Could general demand models be used to bridge the gap, 
which is sometimes very wide in transit, between what 
people say they want and what they actually do? 

The feeling prevails that market researchers and de-
mand modelers can be mutually supportive. At the same 
time, there is doubt as to whether the wide conceptual 
horizon of demand modeling is useful on a pragmatic day-
to-day basis. The Dade County Transit Agency is trying 
to integrate the two arts, but it questions the immediate 
input of demand analysis to operations: 

The problem with demand modelers, however, is that they are generally 
expert in predicting the next 20 years but are inept at predicting the 
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next 6 months. As operating people, we generally tend to be dealing al-
most exclusively with the next 6 months, and that is what the general 
managers want to know about. 

BART has attempted to use the techniques of demand 
modeling to establish a price elasticity curve for tran-
sit. This was done by offering a series of special rates 
for holiday travel and then measuring rider response to 
these rates. Price is only one determinant of demand, 
however, and it has only limited application to predicting 
revenue, because it neither reflects the cost side nor 
takes into account the political elements of providing 
service. 

In their present state, demand models are too general 
to be applied to a specific system or to a specific group 
of riders. Some elements of demand, such as automo-
bile availability, appear to be universal within a limited 
context, but these limits are difficult to draw accurately. 
In Europe, for instance, automobile availability is no 
particular deterrent to transit use. There is a need for 
micromodels that could be used in planning the daily 
operations of specific systems. Developing such models 
would require the collection of uniform data from market 
researchers throughout the transit industry—a role that 
has been suggested for the Urban Mass Transportation 
Administration (UMTA). 

MARKET RESEARCH AND 
MANAGEMENT 

Transit has traditionally been an operations -dominated 
industry. It is only in recent years that marketing has 
come to be accepted by some (but far from all) transit 
agencies; recognition of the input that market research 
could have is even more recent and rare. One reason 
that transit has been slower than private industry to rely 
on market research for direction may be that most tran-
sit authorities are not profit-making organizations; 
public-service standards are often less stringent than 
profit standards. 

However, transit is dependent on public support and, 
as the public use of transit has declined during the 1970s, 
so has public support. It is paradoxical that, as transit 
budgets follow the downward trend of public support, 
market research (which could actively help to revive 
transit use) is among the first activities to feel the 
squeeze. One explanation for the paradox may be that, 
as transit budgets decline, so does the capacity to pro-
vide the kind of service the public wants; there is little 
incentive to attract new users when present users are 
not receiving satisfactory service. 

Ideally, market researchers should have a direct in-
fluence on the planning of transit operations. In 
practice, however, it is not uncommon for operations 
to be planned, undertaken, or changed without consulta-
tion with anyone, leaving the marketing department to 
sell it to the public. The following experience provides 
an example of this type of relationship and of the frus-
tration it generates. 

The transit operations division cut out a stop with absolutely no market 
research. They lust said, "Well, there are three stops here; let us lust take 
out the middle one." During the last 3 days I have been responding to 
newspaper editorials, people on action lines, and so forth all complain-
ing, "They took my stop away!" Market research should have been in-
volved in the initial stage, before they took the stop away. But it is un-
realistic to expect the operations division to ask, "Will you do a little re-
search out there to see how people feel about this stop? Can we take it 
away?" We are lust spinning our wheels, really, unless we can have some 
real input into transit operation. 

In some transit agencies, market research and oper-
ations departments are developing a cooperative working  

arrangement as management comes to realize the central 
role that market research can play in operations. 
Awareness on the part of management of the importance 
of public opinion and attitudes is one key to advancing the 
cause of market research. The working relationship be-
tween operations and research that evolved in Denver 
illustrates this change in awareness. 

It does very little good to spend a lot of money trying to saturate a mar-
ket and then find that operations has either increased the headway by 5 
min or changed the streets that routes follow. People, we found, regard 
buses possessively and, if you start fooling around with where the bus 
goes, what it does, and how it does it, they get angry about it. We have 
tried to turn things around and have the marketing research driving the 
operations end. Since we were set up along those lines, it makes it a lot 
easier for us to do it. 

The marketing department of BART has been partic-
ularly active and particularly successful in defining the 
unique role of market research in the total operation. 

You have to figure out what your needs are—the needs of the riders and 
the nonriders—and then what transportation can do to fill those needs. 
Tell the company and people you are working with what they have to do 
or not do, and then tell them whether or not they did it. They may not 
want to hear from you, but the second time you call a meeting, you will 
have 100 percent attendance. 

One suggestion outlined a specific division of labor be-
tween market research and other departments. 

On-board surveys, attitudinal studies, and productivity and evaluation 
studies seem to me the things that are our bread and butter in market 
research, because market research is basically trying to tell you what 
your market is like out there and to make judgments and develop pro-
grams on that basis. These other things—peak-load counts and average-
fare, running-time, and origin-and-destination studies—are things that 
we try to palm off on planning and accounting. 

The findings of market research departments may be 
particularly helpful to transit managers in discouraging 
transit boards, city councils, or other transit-governing 
bodies from instituting or supporting political routes. 
Measurements, such as service standards, that permit 
clear comparisons of productivity among routes clearly 
indicate the cost of maintaining underproductive service; 
at least the trade-off s are made distinct. In turn, these 
figures also provide ready answers that board members 
can use to fend off constituents who press for service to 
areas in which it is not economically justified. 

One reason suggested for management's reluctance to 
accept the advisory role of market research is the failure 
of researchers to communicate to others the purposes 
and significance of their work and to differentiate it from 
studids of other types. Those marketing departments 
that have been able to successfully translate their re-
search methods and results into information understand-
able to the rest of the organization appear to have gained 
a greater degree of acceptance as part of the manage-
ment team. In systems in which market research has 
not yet been given the budget or the latitude to undertake 
major studies, the results achieved by market research-
ers in other transit agencies might be used to demon-
strate the value of such research. 

MARKET RESEARCH METHODS AND 
PROCEDURES 	 - 

Most market research falls into one of two categories: 
product development or attitudinal studies. Testing al-
ternative designs for transit maps is an example of the 
former; a personal interview survey to see whether 
shoppers think local minibus transportation among shop- 
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ping centers would be helpful is an example of the latter. 
A wide array of standard methods is available to market 
researchers but, in many cases, researchers can invent 
ad hoc methods that are more directly suited to a partic-
ular objective; these may also be less costly. Several 
ways of piggybacking market research on other activities 
were suggested as a means of reducing research costs. 

Designing Research Efforts 

Defining in advance both the broad and the specific re-
search objectives is essential to good study design. 
Having these objectives clearly in mind can prevent col-
lecting the wrong data by the wrong method from the 
wrong people and, of course, reaching the wrong con-
clusions. For instance, a broad agencywide objective 
of producing the best possible transportation system 
might inspire an entirely different type of research from 
that designed to produce the best possible transit ser-
vice. The first objective would permit the possibility 
of mixing modes—private car pools, buses, paratransit, 
and so on; the second objective would confine the re-
search context to transit operations alone. 

On a more specific level, if the object were to test 
whether information distributed to households along a 
particular route had resulted in new riders using that 
route, survey questions might include: Did you receive 
the material? Did you understand it? Do you still have 
it on hand? Do you plan to use the route? Why not? 
If the object were merely to see whether ridership had 
increased, a simple rider count might suffice. 

Too often, the research process begins with the col-
lection of data; the method of analysis and sometimes 
even the reason for analysis are decided on alter the data 
are assembled. This method of designing research is 
obviously not very efficient. How can it be determined 
in advance which factors are relevant? Given a clear 
objective, it may be possible to use pilot studies to help 
design and test research instruments. In an attitudinal 
survey, for example, a pilot study might be used to de-
termine which questions are relevant, whether the ques-
tions are worded properly, what the scaling of responses 
should be, whether the data collected will fall into nor-
mal distribution, and so on, to refine the questionnaire 
before it is put into general use. Small-scale trial-and-
error tests can prevent expensive large-scale errors. 

Experience with using market research consultants 
rather than in-house research designers has not been 
particularly satisfactory. It was suggested that a how-
to-do-it marketing handbook or a set of UMTA guidelines 
might be useful to small companies or to those just ini-
tiating a market research program. It was generally 
felt, however, that transit agencies differ sufficiently 
in their resources, their environments, and their ob-
jectives that personalized research is justified whenever 
it is possible. 

Data Collection Methods 

In most transit agencies, market research does not 
command a large share of the budget, and it is among 
the first activities to feel the pinch of falling revenues. 
Therefore, the choice of data collection methods cannot 
be determined entirely by the objective sought; cost is 
also an important element. 

One of the first questions to be answered when a 
market research effort is contemplated is how much 
original data collection is really necessary. Many work-
shop participants felt that intuition and the use of exist-
ing secondary data are not sufficient for several rea-
sons: "Intuition does not add to the data base; data col-
lection does.... Although intuition may be valid with  

respect to a general market, these generalizations may 
not apply to specific segments of that market." 

The use of secondary data was not ruled out, however, 
and several illustrations of their use were given. Den-
ver, for instance, has drawn on standard census tract 
data to help distinguish potential markets from those that 
are already saturated. By looking at the number of 
households along a particular route and subtracting an 
estimated number of people who could not or would not 
use the bus, it was found that transit use along this route 
was already at a maximum; further marketing efforts 
would be fruitless. In San Francisco, it was found that 
16 percent of the 232 zip code areas accounted for 90 
percent of BART's riders; direct mail and newspaper 
inserts were thus the most practical means of reaching 
most of the system's market. For those transit agencies 
that have complaint departments, keeping track of the 
frequency of various types of complaints could serve as 
a form of problem identification. Planning departments 
often have collected data that could serve the purposes 
of market research as well. 

If it is not possible or desirable to use secondary 
sources, the cost of data collection may be reduced, if 
questionnaires can be piggybacked on direct mailings of 
other organizations or delivered by public service orga-
nizations, such as Boy Scouts; similarly, information 
clerks could ask callers a given set of questions. A 
method used by BART to define a target market was to 
offer a premium at cost by mail, thus providing the mar-
keting department with names and addresses of potential 
riders. 

TRANSFERABILITY OF FINDINGS 

A major saving in the cost of market research could be 
realized if the research methods and findings from one 
transit system were applicable to others; considerable 
duplication of effort might be avoided. The ability to use 
such sources—even in part—would be of great help to 
small transit agencies that have no formal market re-
search programs of their own. 

The general feeling expressed, however, was that the 
data are not transferable from one system to another or 
from one part of one transit system to another. The 
UMTA-sponsored marketing study showed that Baltimore 
cannot be compared with Nashville. This lack of trans-
ferability was also felt to apply to market research 
methods. The process of setting up a marketing strategy 
is different in each and every community, because the 
attitude survey conducted in one city cannot be the same 
one that is conducted in another. And the strategies that 
follow from each survey will be very different strategies. 
The value of exchanging information on methodology was 
not discounted, however. 

It seems to me that centralized organizations can perform a useful func-
tion by developing the type of standardized research procedures and 
measures that are based on the best available experience. There is no 
point in hiring a research company that will go and develop a totally 
new survey. That is reinventing the wheel. 

I think it is less important to actually try to apply the results of another 
city's experience to your own than to look at the technique and the 
methodology they used to reach those decisions. 

I do not really care what your market segments are, because I know 
mine are going to be different. What I am looking for is how you iden-
tified those segments, what process you used, and how I can short-cut 
the process. 

Another good reason for exchanging research results 
is the impression that such studies, particularly those 
with positive results, make on transit boards and general 
managers. Reading the results achieved through market 
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research in other systems can have the effect of per-
suading managers that market research might be worth 
a try after all. 

Even though specific results cannot be considered ap-
plicable throughout a system or among systems, there 
was some hope that certain factors might be universal 
throughout the transit industry. If so, and if these vari-
ables could be specified in such a way that parameters 
for, particular situations could be applied, it would not 
only guide the efforts of fledgling market research de-
partments, but it would also reduce market research 
costs for all transit companies. 

We found that the variable of automobile availability may be more sig-
nificant in predicting a person's behavior than the survey response he or 
she gives. From UMTA's point of view, what factors, such as this mea-
sure of automobile availability, can be used more generally? In other 
words, since UMTA gets stuck with a lot of the bills for doing these mar-
ket research surveys, is it valuable for everybody to keep on doing the 
same types of things over and over again? Would it be better to some-
how learn from each other's experiences? 

There are perhaps 500 cities that have transit systems in this country. I 
refuse to believe that they are all totally different from one another. My 
guess is that you can probably cluster cities and transit systems acCord-
ing to certain common characteristics. Maybe we should be looking at 
clusters of cities in that respect. 

Product Planning and Development 
The urban transit industry, by its nature, is geographi-
cally fragmented. The output of a transit system—trans-
portation services—must be produced and consumed on 
the spot, although the size of that spot varies widely 
among systems. Thus, urban transit has been shaped 
largely by local environments, and its future will be 
determined largely by changes in these environments. 
Even though transit service specifications are not the 
same in different areas, there are certain common de-
nominators that all systems must deal with—riding hab-
its of local transit consumers, population density pat-
terns, automobile costs, public support, and similar 
external variables. Response to these factors is deter-
mined by the internal policies of each system, given the 
parameters of its environment. 

Transit agencies are often so busy keeping up with 
past external changes that there are few resources left 
to plan for future ones. Such planning is important, how-
ever, if the growth in transit that will be the inevitable 
result of increasing urban densities, energy shortages, 
and similar pressures is not to be haphazard and waste-
ful. Transit management has at hand two valuable 
sources of planning assistance: the experience of other 
transit agencies and the management systems that have 
been developed in recent years. 

Building on common experience could not only save 
duplication of effort but may also lead eventually to 
national uniformity in certain aspects of transit service. 
People would know how to use and what to expect of any 
transit system in any city. This would overcome the 
barrier to transit use that lack of information poses and 
would help implant the transit habit in the public mind. 

Because providing transit services is, in most cases, 
a publicly supported nonprofit undertaking, the usual 
productivity measures are difficult to apply to transit 
operations. Planning is doubly difficult when there are 
no profit and productivity signals for guidance and when 
the resources needed to carry out plans are granted at 
the mercy of public policy rather than flow from past 
operations. Setting goals and standards for guidance—
a system widely used in private industry—is a particu-
larly useful tool for planning in the public sector. It is 
efficient from an administrative point of view and pro-
vides impetus toward maintaining and increasing ser-
vice levels and establishing new services (i.e., devel-
oping the transit product) in an industry whose motiva-
tion is weak or nonexistent. 

ESTABLISHING NATIONAL UNIFORMITY 

The challenge is to create a national network of systems 
that will make transit a consistently attractive alterna-
tive to the automobile throughout the United States, re-
'placing the patchwork of independent operations designed 
to suit parochial interests. The advantages of, and the 
need for, uniformity in certain aspects of public trans-
portation services are not unlike those that lie behind the 
national highway standards— avoiding the confusion of 
travelers in unfamiliar surroundings and ensuring trav-
elers that the same general standards will prevail in all 
locales. 

Unlike the federal highway system, however, transit 
is principally responsive to local needs. Thus, a certain 
amount of variation among systems is inevitable and nec-
essary. Each transit system must operate within its 
own external setting, which can be affected very little, 
if at all, by transit policies. Population density, the 
propensity of people to use public transportation, energy 
costs, the central-city or suburban orientation, the de-
gree of dependence on public support, and similar fac-
tors can generally only be accommodated rather than 
changed by transit management. However, many of the 
means used to accommodate these factors could be used 
by all systems. 

Internal transit policies will also differ from system 
to system in management attitudes (whether the company 
has a stronger operations or consumer orientation), ser-
vice levels (the high standards in some systems will be 
impossible to achieve in others), and pricing approaches 
(passes, zone fares, and other price mechanisms may 
work in some localities but not in others); in addition, 
equipment and facilities, graphic images, and market 
research will all be managed differently in different sys-
tems. 

Many of these internal policies are dictated by the 
external climate surrounding them but, even within the 
context of individual adaptation to given conditions, some 
uniformity is possible. Certain basic elements of con-
sumer information can be provided in all systems so that 
a rider, whether traveling within his or her own metro-
politan area or in a strange city, will know how to find 
out about using the transit system. These common ele-
ments should include 

1. A system map, preferably one that uses large type 
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and a schematic format featuring routes and key land-
marks; 

A route timetable or schedule that is simple and 
readable; 

A distinctive information sign at bus stops, pref-
erably one with a schedule holder attached; 

A simple roller sign on the front, side, and rear 
of the bus; and 

Safe, courteous, and knowledgeable transit 
drivers. 

There should also be a sixth, sporadic source of consumer 
information—the information activities of the marketing 
department, including telephone information, news re-
leases, and media and direct mail advertising. 

INTERNAL POLICIES: THE ROLE 
OF MARKETING 

Marketing departments are important as purveyors of 
information from transit operators to the public. The 
market research function of marketing is also a valuable 
means of transmitting information in the other direc-
tion: from the public—its transportation wants and 
needs—to transit management. In addition to relaying 
information, marketing can have a large role in devel-
oping and delivering the product that transit has to offer—
transportation services. 

Importance of Service Factors 

Even if ridership cannot be increased, the delivery of 
the best possible quality of transportation service to the 
public is important to transit revenues and, therefore, 
to transit management. Fares are, of course, impor-
tant and, to the extent that greater ridership increases 
net revenues, this is one motive for improving transit 
service. Fares are not, however, the sole source of 
support of transit. Transit systems are financed in large 
measure (the proportion varies from system to system) 
by public money allocated from federal, state, and local 
funds. Thus, responding to riders' perceived wants—
and anticipating them whenever possible—is not solely 
motivated by farebox results. 

Although the system's image and amenities help es-
tablish an affirmative public impression of transit, it is 
the service factors that are of overriding importance. 
Reliability, dependability, availability (whether there 
are seats), and accessibility in terms of parking are all 
quite critical aspects of what a person perceives as a 
product he or she would like to try or use. Of these, 
reliability appears to be the most essential. Before at-
tention is turned to marketing a system, its reliability 
must be established. 

What is a "reasonable" level of reliability? Market 
research can make a major contribution to determining 
this by identifying the gaps in service. Marketing and 
the operations division must work together to set service 
standards. Duluth has had particular success in estab-
lishing reliability goals and using them to improve ser-
vice delivery. 

Reliability is one of the main goals for our operating department and 
our schedule department; they have dual responsibility there. We had 
a goal of reducing missed runs by 60 percent. We have reduced them 
from 17 in the first 4 months of the year to 2 in the first 4 months of 
this year—an 80 percent decrease. 

Six or seven similar goals, such as on-time perfor-
mance and reduced absenteeism, were established, 
along with a six-point performance rating; half a driver's 
salary review is based on his rating on this scale. 

Driver Pe12tinn 

The principal responsibility for delivering reliable ser-
vice lies with operating departments, and the key figure 
in meeting this responsibility is the driver. 

Drivers are a critical element in delivering and maintaining high stan-
dards of service. Think of all the ways drivers can spoil an otherwise 
good service: not waiting for a passenger who is running to the bus 
stop, splashing people as the bus pulls Out, speeding on the final run of 
the day, running ahead of schedule (to be done earlier) so that passen. 
gers miss the last bus, or not giving a newcomer to the system needed 
information about the service. 

Employee training is usually conducted by the opera-
tions department, but obviously driver training and mo-
rale are of critical concern to marketing departments. 
They can discover how driver morale and delivery of 
transit services might be improved. Drivers are also a 
potential source of information on consumer attitudes, 
but in many cases the exchange of information between 
drivers and management is minimal. Drivers feel that 
management will not listen to them, and too often this is 
true. Marketing departments could help gather informa-
tion from drivers and transfer it to management. 

Drivers and Station personnel are potentially very important sources of 
market information. For instance, they can be asked: "What sorts of 
problems do passengers appear to be having? In what ways do you 
think we can serve them better? In what ways can we make your job 
easier without lowering service standards?" I do not think most transit 
managers see getting this type of information as a marketing research 
activity, but it is. 

Pricing Policies: Passes 

There is little dispute that frequent and reliable transit 
service is the keystone of successful transit management. 
The importance of price is less clear. Extremely high 
fares will, of course, drive transit riders to seek other 
forms of transportation, and extremely low fares could 
only be sustalned by extremely high transit subsidies. 
Within some range between these extremes, the form in 
which fares are collected may be as important—to both 
consumers and managers—as is the fare itself. The 
price approach most appropriate to one system, how-
ever, may not be feasible in another. Market research 
can help determine which form is most suitable to a 
particular transit situation, and marketing can help en-
sure acceptance of the form chosen. 

The debate over the use of transit passes offers an 
excellent illustration of some of these pricing issues. 
Passes offer two. advantages to management: The pass 
is a tangible product to sell, and it increases the oper-
ating efficiency of the system. Passes can also be used 
as a way of easing fare increases into effect. When the 
use of passes increases ridership, most of this increase 
will probably fall in the off-peak hours; regular riders 
may use transit for noncommuting purposes, such as 
shopping or recreation, if they have transit passes. 

Passengers may find that using passes is so much 
more convenient that no price concession is necessary 
to encourage pass use. In some areas, even though there 
is no price reduction on passes, the price that some 
commuters pay is lower because employers have been 
induced to subsidize transit passes for their employees.-. 
a subsidy comparable to the parking subsidies offered 
by many employers to their automobile -using workers. 

Passes bring mixed blessings, however, and in some 
systems they bring no blessings at all. They impose 
large additional burdens on accounting departments, par-
ticularly those of the transit agencies but also those of 
employers who sell or subsidize passes. Passes may 
not attract new riders even though they encourage more 
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use of transit by regular riders. Once the purchased 
value of the pass has been used up in rides, any addi-
tional rides may displace fare-earning rides and thus 
cause some loss in revenues. 

Marketing departments should play a key role in 
weighing the pros and cons of instituting a pass system 
in any given transit environment. Experience with 
passes has varied widely, and the experience of any one 
system with passes cannot be directly applied to another 
system. The following examples illustrate the variety 
of approaches to marketing passes and the equally wide 
variation in results: 

Seattle 

For one-zone riders, the pass price is equivalent to the fare for 44 trips, 
and sales have been far greater than we expected. We are finding that 
the largest market is among people who are regular riders, so we are not 
using the pass to induce somebody to go the zoo. We are inducing reg-
ular riders to use the pass not only to ride to work but also for other 
purposes. The regular riders use the passes for 60 to 65 rides, and 36 
percent of the people said it induced them to ride more. People are find. 
ing the way to make the passes more than pay for themselves, and the 
system is not hurting as a result. The pricing is not for full value but 
for full cost. If a rider uses the system for more than the amount he or 
she paid for the pass but these are induced rides, then we are talking 
about money that would not have been there anyway. 

BART 

We have done a lot of experimenting, but we found that, for example, 
our finance department can't use the 1 percent that is necessary from 
the funding to offset the 3 percent administrative cost entailed in 
handling that kind of pass. We had a negative experience with the pass 
program. Once you get into it, you cannot easily pull back, and it is the 
prime user who has been receiving a discount. We started Out with a 90. 
day test and a 2.month promotion with a 10 percent discount. Four 
major employers allowed us to survey their people three times—a bench-
mark before we started the test and twice after we began the promo. 
tion. We saturated the market very quickly in the first 30 days-40 or 
50 percent—but that was that; we got no incremental trips as a result of 
the pass. All we really did was take regular $1.00 trips and produce ten 
90.cent trips, but we gave the rider the convenience of having the pass in 
his pocket. If people took 12, 13, or 14 trips and were riding ostensibly 
free, we would have loved it, but it did not happen. Frankly, a lot of the 
people did not even use the pass for 10 trips. Furthermore, our account-
ing department has told us that they cannot use the cash flow they get 
out of it to offset the Costs that occur for them. 

Cleveland 

We have also implemented a monthly pass program. From a marketing 
standpoint, it is much easier to compare a month's worth of transit rid-
ing using a pass with the cost of using a private automobile, including 
parking and whatever. It also permits softening the effect of a price in-
crease since the cash fare can be increased while the pass price remains 
the same. 

Boston 

For a couple of years now, we have had a pass program that is being paid 
for through payroll deductions by various employers. We found that 
people were very price sensitive. What we had been doing was giving 
them 19 rides for the price of 17, and we were doing quite well. We 
changed that so they were going to get 19 rides for the price of 18, and 
the numbers dropped off. The new riders we are getting are from employ-
ers who subsidize the pass, which makes it break even for us. We figure 
that we were losing about $800 000 on the pass program for a year. 

We have promoted the pass in about 350 Companies. We have a wait-
ing list of companies that want to participate, but the accounting depart-
ment cannot deal with more. We tried to measure how many new riders 
we were going to get through this method, and the numbers are not 
really there. But I feel that the marketing of the pass could and should 
be done in a different way, rather than only going through the personnel 
offices. It is a pain in the neck for them; why should they bother to do 
it? 

Portland 

The pass tends to generate ridership within the family. If one person in 
the household gets a pass, others are likely to get one too. Our pass pro-
gram is very successful. About a third of our riders use monthly passes. 
Most are middle-class suburban riders. They do not buy the pass for the 
savings primarily; they buy it for convenience. The system as a whole is 
subsidized by an employer tax, and the monthly pass provides a means 
for further support from employers. 

Pittsburgh 

Market research has indicated that the use of passes would not produce 
a drastic reduction in revenue, but we have what we call "cash drop" 
involved in all of our passes. For example, the weekly and monthly 
passes entitle the user to a 10-cent fare for the basic zone, and we feel 
that, as long as we get that 10 cents in the fare box, we are getting some 
return. We have been able to get the members of the Pittsburgh Cham-
ber of Commerce to buy annual passes for their employees and, in turn, 
offer them to their employees at a 50 percent reduction. We are now 
in the process of introducing this system at Bell Telephone. On the 
annual pass, we are really not making money. 

Service Planning 

The most important problem facing transit is the concept 
of service delivery—how to meet people's needs. Several 
participants expressed the opinion that marketing and 
service planning ought to be combined under the respon-
sibility of one person—the general manager, if he or she 
has time, or a director of general marketing—who has 
line authority over specific functions, probably including 
service planning, scheduling, consumer complaints, and 
service evaluation. Several examples were given of 
ways in which service delivery is a marketing responsi-
bility. 

Planning Service Routes 

Denver's route system had been radially centered on the 
central business district. These routes were at a maxi-
mum level of use, and they could be changed only on a 
piecemeal basis by changing parts of one route to parts 
of another. The system was redesigned in such a way 
that the city was divided into quadrants and then into a 
gridlike network, since this pattern might generate more 
trips and would allow changes to be dealt with by sectors 
or by entire routes. Unlike the old system, the new 
system promoted, rather than inhibited, the use of cir-
culator systems in the suburbs; it does have certain dis-
advantages for in-town riders, however. Designing the 
new system and assessing the trade-offs involved in the 
change required combining marketing and operations. 

It has.already helped us in straightening Out a lot of the crooks and bends 
that we had in routes, and we are using some of the major arterials. But 
it also means a basic redesign of the bus system as we have known it. In 
about 6 months we will be able to make some comments about the infor-
mational problems involved in such a change and whether people will ac-
cept transfers as a trade-off for making the system run a little bit faster. 
We found that the bus is much like the airlines in regard to passengers' 
aversion to transferring. We have held 15 public forums to introduce 
this new grid system, which causes buses to run on streets that have not 
previously been traveled by a bus; this has created some real difficulties. 

Paratransit 

The suburbanization that has taken place since World 
War II has made it very dilficult for transit systems to 
provide adequate service at reasonable cost. Low-
density residential areas do not furnish enough riders 
to pay for equipment and operating costs yet, because 
transit is a public service, some suburban routes must 
be included in the system. 

Paratransit systems, operated either by the transit 
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agency or by private interests, have been suggested as 
a means of alleviating the problem of providing service 
to low-density areas. It has also been suggested that 
paratransit operations could relieve the overuse of tran-
sit during peak travel hours. Paratransit is currently 
used in many areas to provide service for special groups 
of riders, such as schoolchildren, the elderly, and the 
handicapped. Determining whether the paratransit al-
ternative will be cost-effective in a given situation for a 
given system is an exercise that calls for both marketing 
and operations skills. 

If a productivity standard has been set for a particu-
lar area, and if there are no institutional barriers, de-
ciding whether to use paratransit is a relatively simple 
matter. In the Cleveland area, for example: 

In some time periods, routes that only achieve a productivity level of 7.5 
passengers/vehicle.h are being eliminated. I know that a paratransit op-
eration could not reach that productivity level; it just does not work. In 
a less dense area where there are only 2 or 3 passengers/vehicle.h but you 
can afford to support those services, paratransit may have some poten-
tial. In our particular area, at this time, there is not. 

In Michigan, dial-a-ride systems in rural areas have 
proven to be cost-effective, and they have provided a 
side benefit in terms of public support of transit. In this 
case, the state is actively involved in supporting local 
transit systems. 

The state has stepped in with support for dial-a-ride service and a certain 
amount for other paratransit. The state pays all costs for the first year 
with the exception of $1000 in earnest money. After the first year, 
local funding is required. It either fails or continues on its merits, and it 
has to be supported by the government entities that it serves—townships, 
counties, cities, and so forth. This allows us an element of flexibility in 
funding. 

Dial-a-ride service is cost-effective, and it provides something we did 
not have before. With the institution of rural programs, we can go to 
the rural areas and say, "You ought to support public transportation, be-
cause it is not only the metropolitan areas that have the services." It 
helps a great deal in getting funding on a statewide or district basis to 
support public transportation for the inner city and some of the other 
services that have to be provided. 

In high-density areas and at peak hours, the problem 
is not lack of demand; it is the necessity of acquiring and 
maintaining equipment and drivers that are excessive in 
average areas and off-peak times. The suggestion was 
made that this "excess" demand for transportation could 
be met by paratransit. 

Why can't a marketing manager say, "I can contract this service out and 
guarantee it, because my buses are 130 percent filled right now, but the 
private supplier will only provide the service at the peak time. His bus 
will carry the same logo, if he will operate on my schedule and under my 
route sign." In a sense, you should start to market a base system; don't 
worry about the peaks, because the demand is there to take care of 
those. Colonial Bus Lines makes a tremendous profit coming in and out 
of Washington, D.C., by using that concept. Many other cities could do 
the same, relieving much of the congestion, pollution, and energy use, 
and giving the transit system the lead time and the ability to develop a 
good, solid base system that could be added to. 

The suggestion that private operators absorb excess 
rush-hour demand met with some resistance, because 
it would be difficult to prevent private operations from 
encroaching on transit agencies' interests in this mar-
ket. 

Paratransit services are often operating on the fringes of the law. For 
example, there are people with vans who have qualified to operate during 
school hours to run children back and forth to school. They are free the 
rest of the day, and some of them have raided our bus stops to offer 
people trips. They prearrange, after a period of initial bargaining, for a 
typical high level of service, essentially shared-ride door-to-door taxi ser- 

vice for $5/week. When they finally organized and asked to be made 
official, they were turned down. I believe the service was good for the 
public. There was a real need there, and they had responded to that need 
as we could not. From a planning standpoint, it was the right thing to 
happen but, from an institutional standpoint, it could not be allowed. 

This gets to the heart of the problem of what marketing is, because a 
private entrepreneur will go out and find the market, which is what the 
marketer must try to do. 

There is a difficulty here, though. He described a needed service and a 
paying public. But the other end of this is the operator who is skim-
ming. In any situation, if people are allowed to, they can run in and 
skim off the cream. 

One of the principal stumbling blocks for transit sys-
tems that try to institute paratransit operations is nego-
tiating with the transit unions. In some areas, however, 
union cooperation has been achieved. 

We tried paratransit, and we are trying it again. The first time around, 
we purchased a van and leased it to an individual. It was like a commuter 
service in a semirural area. But the van operator wound up in arbitra-
tion with the union, because it felt that a union driver should be driving 
the vehicle. The union won, and we had to discontinue that service 
because the cost/benefit analysis we did indicated that it would be 
ridiculous to try to subsidize it. 

It is not impossible to deal with the unions. We have what we call a 
community-responsive transit program that is geared toward the elderly 
and handicapped in off-peak periods. We reached an agreement with the 
union whereby one-third of this program is contracted out and the two-
thirds that remains with us uses what we call class 2 operators, who are 
only paid 70 percent of the big-bus operators' wage rate. 

It seems to me that the paratransit question we are dealing with is largely 
tied up in our own view of our institutional problems with respect to the 
union. We expect problems in extending service to the elderly and handi-
capped; we fear the unions would demand higher wage rates because op-
erators would need specialized training in order to deal with lifts and 
wheelchairs. But Atlanta and St. Louis have apparently just gone right 
into it. The operators will have routes running on regular service desig-
nation for the elderly and handicapped with trained drivers who have to 
pass a certain course in order to qualify to operate that route. The op-
erators seem to feel it is to their own advantage to qualify for that par-
ticular route and want to do it. So far, there is no problem. 

In summary, there was no clear-cut, unified viewpoint 
on whether transit systems should become involved in 
specialized services. Some participants felt that running 
a high-quality bus system offered sufficient challenge 
and that transit companies should not be responsible for 
all the public transportation services in an area. Some 
felt that institutional problems—both with unions and with 
local governments—were insurmountable. Still others 
felt that paratransit works in some areas and could work 
in others and that transit companies should consider all 
options in seeking to satisfy an area's transportation 
needs. There was general agreement that, since local 
situations vary, solutions should be tailored to local 
needs. 

Consumer Information 

Basic information about transit service follows service 
reliability on the list of priorities for consumer needs. 
Developing consumer information aids is- normally a 
function of marketing departments, and it is a function 
that must be closely related to internal transit-agency 
policies. System maps, timetables, bus-stop signs, 
roller signs, and telephone information should all be 
available in all systems throughout the country. They 
should be uniform in their presence, although not nec-
essarily in their design, but simplicity, legibility, and 
understandability should be prerequisites of acceptable 
design. There is agreement that these basic elements 
are needed, but there is concern over the cost and lead 
time needed to develop them. 

Supplying consumer information— even at a minimal 
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level—should take precedence in transit budgets over 
such things as pass systems, shelters, parking areas, 
and such marketing activities as advertising. It makes 
little sense to advertise transit if people cannot figure 
out how to use it. For the most part, budgeting for in-
formation aids can be adjusted according to the resources 
available to each system, as long as the information is 
readily available in some easily understood form. 

The marketing of information, like marketing the 
system itself, should be done with an eye to the compara-
tive cost and efficacy of the various methods that might 
be used. These, too, will differ from one area to 
another, and no generalizations about the best methods 
can be made. 

Some types of information dissemination complement each other, 
whereas other types may be substitutes. The average cost per call of 
telephone information services is more than 25 cents/call for most 
systems. If you compare that with the cost of distributing maps and 
timetables, it quickly becomes apparent that you can distribute quite 
a lot of maps and timetables for that price. There are some informa-
tion aids that the federal government will pay for with matching grants, 
e.g., bus-stop signs (a one-time capital installation), whereas the tele-
phone information service, an operating cost, would get no support. 

I quite agree with that. We have a large, sophisticated telephone infor-
mation service, and it is becoming the main source of information. The 
demand is so high that staffing it is becoming an outrageous expense. 
There are other avenues of getting information to people that are 
cheaper and more effective and that help people to learn to use the 
system, which the telephone information never does. 

It was agreed that the best, and perhaps the only, 
way to sort out the various alternatives in terms of cost-
effectiveness and priority within the constraints of a 
limited budget is to develop a systematic plan for pro-
viding basic public information. 

PRODUCT PLANNING 

The value in both operations and marketing of using sys-
tematic planning techniques, particularly those that in-
volve setting specific goals, was not disputed. People 
with experience in using such plans reported their effec-
tiveness not only in setting priorities but also in gener-. 

ating support for specific projects and in inspiring extra 
effort from staff members. 

We have an MBO [management by objective] list. If somebody comes 
in and says, "Let's do this," we can ask where it is on the MBO list. If 
it is not there, we can ask, "Does that rate a higher priority than this 
particular one, which was agreed on by everybody?" This eliminates all 
those fly-by-night suggestions that come through the doof. 

Our general manager persuaded the board to get involved in setting ob-
jectives for each department—operations, engineering, and so forth. 
They hassled over it, and he gave them a lot to work on. It finally got 
boiled down to only two pages of specific goals and objectives. They 
finally finished that last week and began on the budget this week, and 
they are trapped, because everytIing they wanted to accomplish by ob-
jective has its trade-off in the budget. We normally spend 5 weeks dis-
cussing the budget and have no discussion of objectives; this budget has 
sailed through in two evenings. 

We had used this system in marketing the previous year, but no one 
paid much attention, because they felt it was a ruse to get money. When 
we showed them 6 months later that we were living by the budget and 
were achieving the objectives, they started doing it in operations as well. 
The most remarkable part was watching politicians who only accepted it 
in order to hold the general manager specifically responsible; it worked 
just the other way. Since ridership this year was up 6 percent and reve-
nues were up 8 percent, they said, "We want at least a 6 percent increase." 
That means they have to at least maintain their present marketing budget. 

We get top management organized toward a plan of action by depart-
ment, by goal, and by timetable. The marketing plan is just one of seven 
elements of that plan. It is amazing how productive our people can be. 
We have so far carried out 31 programs in the first 4 months of this year, 
and no one has gotten ulcers from it. 

Long-range planning and innovation in operations were 
also considered, and it was suggested that marketing 
people ought to take a leadership role in this. It was 
felt, however, that few marketing programs in transit 
are mature enough at present to deal with such issues as 
enlarging the concept of transit service to include all 
public transportation needs or modifying institutional or 
environmental factors in order to provide better service. 
In most systems, coping with day-to-day crises absorbs 
the whole marketing effort. In addition, few marketing 
departments currently have direct input into planning and 
management. 

Sales Communication 
Sales communication in the transit industry is a mixture 
of public relations, advertising, and public information. 
It contains the element of action in marketing that fol-
lows the research and evaluation functions. The mar-
keting process begins with determining what type of prod-
uct is to be produced, based on what the public wants 
and what the operation can produce. The next step is to 
measure the size and character of the market and to 
discover the best use of that market. The sales effort 
is the communications link between the product and its 
market; it is the active force that brings them together. 
The final, key step in the marketing process is mea-
suring and evaluating the success of the first three steps. 
The process is linear, since each step depends on those 
preceding it; this is why a marketing plan is necessary. 

THE MARKETING PLAN 

There are three basic, sequential elements that should 
be built into any marketing plan: 

Determining the objectives of the plan and setting 
the goals to be achieved, 

Choosing a strategy for achieving these goals and 
implementing this strategy, and 

Tracking progress toward the goals set and eval-
uating the reasons for the success or failure of the mar-
keting effort. 

How these elements are applied is well illustrated by 
some marketing programs conducted by the Duluth Tran-
sit Authority (DTA). One campaign involved the reinsti- 
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tution of Sunday transit service after a 4'/a-year  inter-
ruption. Initial research indicated that the service 
would not be cost-effective in terms of the revenues it 
would produce but that it would have large economic and 
social benefits for the community at large. This was 
considered consistent with DTA's overall public-service 
objectives. 

On the basis of this research, implementing Sunday 
service was established as one of the marketing depart-
ment's goals for the month of April. The objective of 
the program was to generate a level of awareness and 
use of Sunday service equal to or greater than certain 
ridership, revenue, and awareness goals, which were 
spelled out in detail. The target audience of the mar-
keting program was also defined specifically. The 
strategy chosen involved a 7-d multimedia campaign that 
had its climax in a Sunday- afternoon kickoff ceremony 
that featured various public officials. Implementation 
of this strategy involved radio, television, posters, 
church announcements, and the distribution of flyers 
about the service. The plan included follow-up research 
to evaluate the success of the campaign. The campaign 
was indeed successful, and the initial goals appear to 
have been met or exceeded. 

These results stem from the successful use of a plan, 
a formalized marketing program in which goals and ob-
jectives were specified, markets identified, strategies 
set, and evaluation methods conceived before any part 
of the actual campaign began. Certain other points about 
the campaign should be noted. 

Market research played a large role throughout. 
It was used to help set goals, define markets, and eval-
uate results. 

The cost of the campaign was kept down by using 
low-cost or no-cost distribution agents and channels, 
such as churches, Girl Scouts, and the shoppers' weekly. 

The campaign objective determined the market 
to be sought, and this in turn determined the media to 
be used; confining the effort to the most likely market 
increased the campaign's cost-effectiveness. 

A broader campaign now in progress in Duluth cen-
ters on providing public information and increasing pub-
lic awareness of the transit system. There is no direct 
effort being made to sell the system. There was a gen-
eral feeling within the system's management that im-
provements were needed. Exactly what was lacking was 
largely unspecified. A demonstration project was put 
together with the object of finding out what was wrong 
and correcting it. 

Identifying and quantifying these deficiencies was done 
through the use of market research—in this case, con-
ducted by a consulting firm. The firm used pilot groups, 
along with random follow-up calls, to identify problems, 
define objectives, and set goals based on these prob-
lems. The major problems appeared to be a need for 
more and simpler information about the system and for 
some improvements in physical factors, such as clean-
liness. Improvement in these areas, then, became the 
objective of the campaign, and nine pages of goals were 
developed on the basis of this objective. 

Further market research will be used to redesign 
route timetables and maps. Once the format has been 
developed, a program explaining their use will be under-
taken. Schedule placement and promotion will be con-
ducted through a radio promotion in which the acquisi-
tion, retention, and use of schedules will be emphasized; 
prizes will be given to people who can cite certain in-
formation from the schedules. Because the research 
indicated that transit users prefer to get their informa-
tion through personal contact, information booths will  

be set up in central locations. 
Along with this information and education campaign, 

some work will be done to improve the system's image 
and identification: the system's name will be changed, 
buses will be repainted in a single color, and new uni-
forms and human relations training for drivers will be 
introduced. 

The plan included a method for tracking results, but 
evaluation has been complicated by external factors, i.e., 
new equipment and fare increases. Because of this, it 
may be difficult to isolate the effect of the marketing ef-
fort. Nevertheless, the use of a formal marketing plan, 
which was based on adequate research, has honed the 
marketing effort by directing it only toward what is 
needed and toward the most effective means of supplying 
these needs. 

BUDGETS AND COSTS 

Duluth was able to use demonstration-project funds to 
finance its information and awareness campaign, but its 
other marketing projects were self-financed. The Duluth 
system is by no means a large one, but efficient planning 
has enabled it to stretch its marketing budget to carry 
through programs that might otherwise have been pos-
sible only in larger and better funded systems. Smaller 
systems, because of their budgetary constraints, may 
have to reach farther to find efficient sales communica-
tion methods. On the other hand, large systems have 
more complex markets and more complicated operations 
to deal with, so they are equally compelled to make their 
marketing efforts as cost-effective as possible. Several 
methods were suggested for making the best use of a 
system's marketing money. 

Use of Target Markets 

Marketing media and methods vary in cost, and they also 
vary in their influence on different segments of the mar-
ket. Budget stretching therefore dictates the sparing 
use of generalized marketing campaigns. Segmenting 
markets and shopping for media that reach these markets 
at the lowest cost per capita will usually increase the 
productivity of marketing dollars. 

The decision to use target marketing must, of course, 
be made within the context of program objectives; beyond 
this, the specific mix of methods should be determined 
by general budget considerations and tempered by the 
target-specific effectiveness of the methods available. 

Before you choose your media or your agency or anything else, you 
really have to have the answers to all these questions: Who are we try-
ing to sell? What are they like? What is the copy message? What is the 
product? How much money is available? What should the frequency 
be? How much continuity? What should the timing be? What combi-
nation of media produces the lowest cost per thousand? 

Cost, although important, is not necessarily the fore-
most consideration. It may be worth paying a higher 
price per thousand to reach an important audience. 

System Size 

The recent sharp increases in advertising cost have had 
no respect for system size; indeed, costs are usually 
higher and have risen more rapidly in large metropolitan 
areas than in small ones. Thus, tailoring marketing 
efforts to fit the audience most likely to respond is prac-
ticed in most systems. Large systems may be able to 
cut their market segments more finely, but even small 
systems find some segmentation more efficient than 
general marketing. 
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At Greyhound, we cannot afford the shotgun approach any more. It has 
become increasingly necessary in the last 2 to 4 years to rely heavily on 
target marketing. Price is our one key message. We have been able to 
identify approximately 25 target market segments that offer high degrees 
of potential ridership for us, and we can disregard about 75 percent of 
the population as not being practical targets. We have been forced by 
economics to be highly specialized in our advertising. In the Hispanic 
market, for example, we have a program aimed at Cubans in New York 
City and in the Miami, Tampa, and St. Petersburg areas, as well as at Mex-
ican markets in Texas and in California. We use specialized media—a 
local radio or television station. Greyhound serves the entire nation—
about 15 000 communities of all sizes. 

We are being pressed increasingly by inflation and the general prob-
lems of the economy; our market research must therefore cut even finer 
each time. We must pick out our best selling point, whatever that mes-
sage is, and forget about everything else. The only point we can sell is 
economy, and we are going to continue hitting that. 

In Eugene, we have a small system of local service and six rural routes; 
we are also operating a six-vehicle dial-a-bus system. We have a program 
of service representatives, and we are doing our market segmentation 
through that medium. We only have one service representative available, 
and we have chosen five target market areas to be addressed over a three-
year period. The first and second are senior citizens capable of using the 
fixed-route system and those who are using our dial-a-bus system. The 
third is young students; We have deliberately gone after fourth graders, 
rather than high schoolers or junior high schoolers, because we have one 
staff person available to do this kind of one-on-one marketing, and it is 
a tenable-sized group of people. 

The fourth is rural groups, which are hard to market. There are polit-
ical problems in using the urban-area media, but county media are very 
difficult for us to cope with financially, and it may not be the most ef-
fective way to go after thatmarket. We will instead go into those areas 
by trying to get together with them in every possible forum. The last 
market involves developing a program for large concentrations of em-
ployee groups, and getting some support from employers. 

The level of awareness in our area is quite high and, fortunately, very 
positive. Each new service change or improvement is welcomed, and we 
have a good environment to work in from that standpoint. But we are 
forced to try to hang onto the market awareness that was developed in 
the early years with the very slim budget that we have now. This is not 
satisfactory, and I am afraid we are losing our grip, so we are going to 
approach it differently this year. We are going to budget topically and 
seasonally rather than holding to a straight-shot maintenance level, which 
is not working. 

Target-Specific Campaigns 

There are many ways of dividing populations into target 
marketing groups, e.g., by age, by geographic location, 
by occupation. The relevant principle of distinction is 
given meaning by the objectives of any particular cam-
paign; often, only market research can determine which 
population groups are relevant to a particular objective. 
A geographic principle would probably be used in intro-
ducing or changing a route, whereas age or occupation 
might be relevant to encouraging off-peak ridership. 
Once the most likely targets have been identified, the 
problem is how to reach them best and at what cost. 
Some examples of how target-specific campaigns were 
used to carry out given objectives follow. 

1. Promoting routes: We had two very different campaigns to promote 
an existing route. One was the gold-plated Cadillac approach—a $1200 
actor's equity fee for professional actors, television, radio saturation, 
coin purses, bumper stickers, full-page ads in all the media. We had 3 
months of cultivating awareness, excitement, coffee, balloons, and then 
a free-ride coupon in the newspaper. The results were disappointing. 
The total cost was about $15 000 to $20 000. After doing some re-
search, we found that we did not really get to the people who counted. 
We hit everybody but the people who really counted. 

In the second campaign we tried to hit these people. We have enor-
mous traffic jams coming up from the south, where we have the second 
Blue Dash system, so we printed a little brochure telling everything one 
needs to know about the Blue Dash. There was a full system map, time-
table, and a free-ride coupon. We gave some high school students 5000 
of these to distribute in 1 week at the red light where all the roads come 
up from the south and there are traffic jams. Every time the traffic 
stopped the students invaded the highway (we got the troopers and the 
police on our side), and they gave one to every driver. The whole thing  

cost us about $1000, and the results were very substantial. This shows 
that it is not necessary to blitz the media in order to get results. 

Smoothing seasonal swings in ridership: One thing that was really 
obvious in our ridership analysis was that in May the kids stop riding the 
bus because they are tired of it after a whole school year. We decided to 
stage a big promotion among the junior high students. We put together 
a Ride and Rock promotion with local radio station WACS, which has 
about a 75 percent share of this audience. The promotion pitted the 
junior high schools against each other in a contest based on turning in a 
coupon with the regular bus fare; the school that turned in the greatest 
number of coupons would win. The winner got a big party with a dance 
contest, and we gave away more than 75 prizes at the dance. 

Since we wanted to emphasize our off-peak ridership, the kids could 
turn in two coupons each time they paid a fare after 6 p.m. and on Sat-
urdays and Sundays, and a WACS disc jockey rode around broadcasting from 
a coach and giving out prizes every night and on Saturdays and Sundays. 
The response from these kids was phenomenal. We received almost 
50000 coupons. In May alone, we probably increased our revenue by 
$7000 to $8000. This would yield about a 2.5-to-1 return on our ad-
vertising dollar, not counting the impact during the summer and coming 
into the fall again. 

Increasing ridership by targeting rider motives: We are trying to learn 
how to motivate people to change. We have given names to different 
types of service. For example, in Boulder, we found that we were aiming 
at a rather pseudosophisticated group of people who tended to be very 
aloof, had a great deal of money, and theoretically would not ride the 
bus. So we named the bus system there The Lift, because the people ski. 

We have tried to promote service in relation to information from 
studies dealing with aggression that found that a considerable portion of 
the population is very aggressive. We marketed the express service on 
the basis that it can give you more energy to fight during the rest of the 
day. We found out that the bus was an escape mechanism, so we pointed 
out that you can ride and look out the windows. We have also tried to 
deal with the psychology of the bus as it relates to the car. Studies have 
found that people behave in the bus much as they would in their own 
cars. 

Maintaining the General Market 

Although more and more systems are increasingly turn-
ing to targeting in their marketing programs, most sys-
tems maintain at least a token level of general communi-
cation with the community at large. When the campaign 
objective involves the whole system, a generalized ap-
proach may be more efficient than targeting. 

We have 23 separate bus companies in the regional transit authority 
(RTA). We imposed a common uniform fare and a transfer program. To 
present a unified approach to passengers or potential passengers through-
out the region—that these are not 23 separate carriers but a single RTA 
system—we adopted a program that used prime-time television. We pur-
chased the rights to a Beach Boys' song of some years ago called "I Get 
Around," which is now the name of the campaign. It was very success-
ful. 

We measured the use of transfers before and after the program. We 
sold 75 000/week in the suburbs prior to the promotional program, and 
we now sell 113 000/week; our target was 100 000. We also did some 
testing to find out about the level of awareness of the transfer. Before 
the campaign, it was about 14 percent of a cross-section of the general 
population. At the conclusion of the campaign, that awareness had in-
creased to 51 percent. Since this also translates into a general perception 
of a single unified transit network, we considered that very successful. 

Getting Free and Low-Cost Help 

Because of the public-service aspect of most transit sys-
tems, it is sometimes possible to get the assistance of 
other public-service groups in publicizing transit pro-
grams or distributing information. In addition, because 
transit programs affect large segments of the popula-
tion, they may be treated as newsworthy items by radio, 
television, and the newspapers. Other groups in the 
community may be available to work on transit programs 
on a sporadic or regular basis at a cost far less than 
that of hiring full-time employees. Sales campaigns 
that can be formulated to take advantage of these oppor-
tunities can help stretch marketing department budgets. 
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Generating News Coverage 

Several examples were given in which unsolicited news 
stories accomplished the same ends that paid advertising 
might have. Issuing press releases about successful 
promotions that may make the news can also be a cost-
free method of advertising. 

We have rallied senior citizens. We have senior citizen hearings and ad-
visory committees; we really work for this group. When you really sup-
port them, they will support you. And the free press, the pure public 
relations, that you receive from this support through newspapers, tele-
vision, and a multimedia approach is just sensational. 

On several occasions, we have persuaded the local television stations to 
produce ads for us at no cost whatsoever, which kind of surprised me. 
If you are not doing well or not trying, they are not going to do any-
thing for you. But we have gotten great cooperation from both the 
print and the electronic media. For instance, we got a front-page Sun-
day cover story at one point that was highly favorable toward the tran-
sit authority, and it was followed up by an additional two full pages 
on the inside. News releases can get your point across to some extent. 

Since many people do not know BART is open on holidays, we can get 
tremendous press coverage by promoting certain fare concessions. We 
tried to track what kind of media coverage we got; broadcast coverage 
is the hardest to get, and print is the easiest. We got something like 
$46 000 worth of free publicity by telling people that BART would be 
open during the Memorial Day weekend and publicizing the events that 
were going to be going on. Because the media are particularly anxious 
for news at that time, they will print anything you given them practi-
cally verbatim. And then they do the follow-up story, in which you can 
emphasize the success of the ridership; this Creates a very positive pro-
gram for you overall. 

Use of Community Resources 

A wide variety of service organizations has been used to 
help with market research efforts, distributing transit 
information and publicizing transit programs. A small 
system can get help from local radio stations and the 
Chamber of Commerce with a very small expenditure of 
money. 

We are going to have a team of six students from a small business manage-
ment course doing a complete market audit of our marketing program. 
The students will get their course credits and, in the process, they will 
work into helping us develop programs, track them, and so forth. And 
all this is free. 

We use university students, getting them credit at the university, and we 
involve the Chamber of Commerce. We try to involve everybody who 
can breathe, walk, talk, or think in our transit system, and we try to do 
it without money. 

Two good possibilities are the senior citizens and the community groups. 
Senior citizens have time, and they are ready to work. The community 
groups will distribute all the door-to-door material you want in a pin-
pointed target community, which avoids flooding the media with this 
type of thing. 

For the past 3 years, we have not bought any media ads. We have been 
using the public service route, and we have had quite a bit of success 
with television and a little bit with radio. I am not completely sold on 
it, but we would like to be able to place ads during the prime time. We 
have had some prime times, some Johnny Carsons, and some 6 and 10 
p.m. news programs, but those were rare. 

Low-Cost Services 

in most communities, special methods can be found for 
delivering transit questionnaires or flyers. These have 
the effect of direct mall without the cost of direct mall. 
Other services useful to marketing can sometimes be 
found outside of—and at much less expense than—the 
usual sources. 

We use a delivery service that charges about 5 cents to attach a flyer or 
whatever to the mailbox post; you not only save the price of the stamp, 

you also save on the envelope and so forth. These services really reach 
your target market. 

We found that we could have about 260 000 copies of an informational 
report on transit put into the the Sunday newspaper as an insert along 
with the Parade Magazine and such for about $4000 or $5000. 

Since there was a problem with the information people, senior citizens 
were used—eight people working four 4-h shifts instead of four full-time 
people. There is no absentee problem. The workers are paid the mini-
mum wage, which keeps them under their social security limit. They are 
as happy as larks, and the attitude they are expressing to the people call-
ing is just bubbling. 

The Use of Trade-Outs 

A trade-out is a transaction in which a transit agency 
provides advertising on the bus or on bus-stop benches 
or other fixed facilities of the transit system to other 
media in exchange for time or space in these media for 
transit promotion. Usually, the space traded out is un-
sold space that would otherwise be empty on both sides 
of the trade. Trade-outs are a method of keeping ad-
vertising expenses down, but there is some controversy 
about it. 

We accept trade-outs from radio and television stations. They pay only 
a small portion of the normal fee that we would charge to accept such 
advertising from anybody else, and the rest of it is essentially given to us 
in the form of a credit to use at our discretion. We have now two televi-
sion channels and perhaps 24 radio stations with accounts. It is like a 
checkbook. When we decide we want to use it, we simply notify them 
to schedule so many dollars' worth of advertising over so many weeks or 
so many months, and we give them the copy or finished commercials to 
run. 

There are a couple of ground rules for both sides. One is that it is in-
terruptible; each can bump the other. In other words, if we have a full-
paying customer who wants a splash all over the front of the buses for 
his message that particular month, we remove the radio or television sta-
tion ad. But for a solid week, we sponsored the 6 p.m. news for free a 
couple of months ago, and it had an excellent effect on the ridership of 
the particular route we were promoting. We did spend money to make 
the television commercial, but we did not pay a penny for the time it-
self. I would say that now, because of the competition in the media, the 
system is not working quite right but, in a smaller area, I think this would 
be a useful way to expand the market. 

Rather than accept credit, we pay the radio Station a certain number of 
dollars and ask them to pay, too. There is thus cash involved, and we 
make sure the agency gets its commission. 

Since our time is bumpable and a lot of our ads run in off-peak hours, 
we found that by purchasing time on the radio and television stations 
where we also have a credit, we had a little more influence on when that 
credit was used. 

I think a lot of people have not really thought about what trade-outs do 
to your revenue impact; you can lose money with trade-outs because ad-
vertising revenue can be used to get capital money. So for every dollar 
that you trade out, you are losing $5 in capital. It is cheaper to put the 
money into the advertising budget as a line item and take the revenue 
that you would gain, because you can get back 50 percent on your line 
item, and 80 percent on your capital. Not only that, but your mainte-
nance of effort is affected. 

I think trade-outs assume that the quantity of budgetary discretion 
would be the same in both directions, i.e., that the radio and television 
stations would tend to use the transit medium to the same extent that 
they do now. I think this also assumes that we would tend to use the 
same number of dollars in advertising that we do now if we were paying 
for it. 

We have trades now, but we do put limits on them, and our current limit 
is about a $10 000 trade. We have a good deal in that we get $10 000 in 
ads but only pay $5000 to the stations involved. I do not know how it 
is in the rest of your properties, but radio and television are our big 
moneymakers on the outside advertising boards. 

If you buy your time, they cannot bump you. It would be terrible, if 
you have planned a promotion for a certain week and somebody else 
comes in and buys that time, and they knock you out that week. There 
goes your entire project if you were going to introduce passes or tickets. 
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Use of Cross-Promotions 

A cross-promotion involves parties joining forces in a 
common promotional venture that will benefit the inter-
ests of both. Normally, each entity uses its own facil-
ities for the joint promotion but includes the other in the 
effort. Cross-promotions, like trade-outs, save adver-
tising outlays, but they also can have better results than 
either entity could have achieved singly. The BART sys-
tem has been involved in several cross-promotions, 
some of which have produced cash inflow as well as ad-
ditional advertising. 

It started with Liberty House in downtown Oakland. They were finding 
that all their suburban shoppers were staying out in the suburbs or taking 
BART straight in to San Francisco. They wanted to do some sort of pro-
motion with us. So we worked one out in which anybody who made a 
$5 purchase and showed a sales ticket and a BART ticket received free 
return tickets from Liberty House. They have given us $12 000 in the 
last 9 months. Then, we were able to use it at Christmas and get down-
town San Francisco merchants to do it as well. And the Mission area 
merchants, in a blighted area in San Francisco, are using it about once a 
month; they run newspaper advertisements about all their stores: Come 
in and you can ride BART. It is a way to tie in with these people. Once 
you get something like this working, whether you keep that idea or spin 
it off, the important thing is the idea that people get the feeling that you 
will work with them and that you care about helping them. 

When the circus was in town, its advertising people were buying practi. 
cally every kind of media they could think of. They had already pur. 
chased car cards on the trains, so we did not want to jeopardize that 
sale, but they were still trying to get some sort of immediate impact with 
our riders. So we put advertising on our tickets for them in exchange 
for 1000 tickets and worked out a media cost. It turned out to be quite 
a promotional device for them. We took the 1000 tickets and held a 
sweepstakes. We got about 6000 applications and gave away those 1000 
tickets. We were also able to sell those names to mailing lists for about 
$35/thousand names. 

We are working with a company that has video games for television at-
tachment. They have developed a freestanding unit that has six games 
and costs about $11 000. We worked out a promotion with them. The 
unit is installed free for us at their cost, and they maintain it. We split 
the revenues with them; we are now averaging about $2000/month. We 
expect to make $100 000 next year on this equipment alone by using 
six units installed in six stations. In addition, on the top of the units 
there is billboard advertising space that we can sell or use. We asked 
them to convert the unit to our special use. Usually three of the six 
sides have screens for backlighted slides, and we have a carousel pro-
jector in there that just keeps on going, with 90 slides that show differ-
ent destinations on the system. We are getting a tremendous play on the 
games but, more importantly, about 12 people who are just standing 
waiting for a train are getting the slide story too. 

Sell-Use of Bus Ads 

Empty space is an anathema to most marketers, and tran-
sit marketers are no exception. When transit adver-
tising space cannot be sold, traded out, or used in 
cross-promotions, it can be used by the transit system 
to promote itself. 

We have bus cards that are under contract through an agency in an ar-
rangement in which all our bus cards are first sold or put on a cash basis 
for as many as the agency can sell. If they cannot be sold, our second 
choice is that they be traded. If they cannot be traded, we use our in-
house advertising on the cards. We have a company policy that no buses 
go out on the Street with empty bus racks, and we have found that it 
works very well. 

SEMTA found a novel use of bus space that paid a 
dividend in newspaper coverage and in public relations. 

We designed little cartoon balloons about 56 cm (22 in) long and 36cm 
(14 in) deep; they are posted right beneath the window with the conver-
sation tail coming below it in about 5-cm (2-in) type, just about at eye 
level. As the driver of an automobile pulls up alongside a bus he or she 
sees one of the signs, some of which read: "If you can read this, we are 

both stalled in traffic." ' Have you looked at your gas guage lately?" 
"Roll down your window, and I'll read you the news." "I will compare 
my blood pressure with your blood pressure." "Where are you going to 
park—if you get there?" "I will save you a seat tomorrow." 

We have had an interesting playback on this. Some people have said, 
"Why didn't you make it large enough so pedestrians on the sidewalk 
can see it?" I said, "That is not the audience; we want to aim this di. 
rectly at the driver." And we have had pickups on it from news items 
and comments in the newspaper and television news programs and so on. 
It has been a very interesting device because, for one thing, it does not 
take things so seriously—it has a little fun. 

SALES COMMTJMCATIONS CAMPAIGNS 

Information distribution and promotion are only one step 
in the marketing process, and they cannot be the first 
step. A premature sales effort is almost sure to be 
wasteful in some way. Research, product development, 
and sales training must come before communication. 
Once all of that has been gotten together, there is some-
thing to sell and it can be promoted. Although in the 
ideal situation the transit product has been fully devel-
oped or improved before the attempt to market it begins, 
in many cases this is not possible; capital improvement 
is a lengthy process, and even raising reliability levels 
takes time. It might be better public relations under 
these circumstances to acknowledge faults, rather than 
let the public believe the faults have not been noticed. 

Sometimes we take a look at all of our negatives. The sales communica-
tion device can take those negatives and turn them into a positive. I 
guess one of the best examples is the Avis campaign; they knew they were 
number 2, and they turned that to their advantage. 

To get the right message, we recorded six radio spots with Bob and Ray. 
They do very tongue-in-cheek spots; they indicate the fallibility of tran-
sit. They do not make wild claims that we have all the answers. The 
basic idea is to create an attitude in people that will make them accept 
us, warts and all, as we are—an attitude that will give us some credibil-
ity and build a reservoir of good will. 

Information and Identification 

Even though a transit system's product is not yet devel-
oped enough to justify large advertising expenditures, 
riders and potential riders must be provided with infor-
mation about where, how, and when they can use transit 
service. Market research has shown repeatedly that 
lack of information is a major problem in transit. Mar-
ket research can also be used to develop simple, under-
standable forms of information and then find the best 
ways of getting it to the public. 

We are going to conduct some market research and revamp all of our 
route timetables and route maps. We are going to present people with 
six or seven alternatives and come up with the method that is statisti-
cally the best, the most understandable, the most pleasing, the most 
usable. We are then going to have a schedule placement program and 
promotion, putting them into all the homes and several other outlets 
as well as having a promotion with all the radio stations in town. 

We tried a different approach for a new route—a little brochure that 
says, "Hey, there is a new route in your neighborhood, and here is what 
it can do." It describes it a little bit and includes the timetables. We 
even tried a different approach to timetable information. We said that 
if you are in a certain place, your first bus will come at 10:05; since it 
operates once an hour, it will arrive there at s min after the hour all day 
long. So you really need only one line of information. We are consider-
ing doing away with our timetables and presenting all timetable infor-
mation in this form. 

During the past year, we have placed schedule information racks or little 
display turntables downtown where you can get copies of all the sched-
ules and maps. We are planning a downtown information center to which 
we will transfer all of our information operators and other public-service 
departments. We started a direct mail program to send schedules, and 
information, and free-ride coupons to all newcomers, as well as to people 
who move from one part of the city to another. 
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Finally, we have had an ongoing program for some time to try to edu-
cate the kids to become bus riders. We call it our bus-riding clinic for 
small fry. Each week we schedule a bus to go to a school or to some or-
ganization like the Boy Scouts or Girl Scouts, and we have drivers who 
actually teach them how to ride the bus—very basic things. It has only 
been operating on a weekly basis, but we are thinking of expanding it, 
because we are now booked up through September 1978. We could 
make it a daily thing now; we have probably reached 15000 to 20000 
children during the last 5 or 6 years. 

Several systems have similar programs that concen-
trate on teaching children to ride the bus. These educa-
tion programs may have future benefits in that these 
children should feel more comfortable with using transit 
when they are older. The programs may also have large 
spillover benefits in the present, however. Adults in 
the same household might resist being educated them-
selves, but they may participate informally in their 
children's learning experience. Education programs 
also increase a community's awareness of its transit 
system and improve the system's public image. 

Awareness and image are major ingredients of a 
transit system's identity—what it represents in the mind 
of the community it serves. Often, people who do not 
ride buses regularly forget that they exist as a transpor-
tation alternative. If those who are aware of the transit 
alternative think of it as a drab, crowded, unpleasant 
means of travel, they will still reject the idea of using 
it. Thus, awareness and image should be brought up to 
par before one tries to sell transit use. Color schemes, 
names, logos, transit- sponsored public events, and 
even driver training are among the things that affect how 
the public views its transit system. Sometimes these 
elements may be developed on the basis of market re-
search; sometimes their development is more sponta-
neous. 

Even though we had spent about $200 000 over 7 years in Duluth try. 
ing to promote DTA, only 21 percent of the nonusers knew DTA. We 
are therefore going to change our name. We are taking 12 potential 
brand names and doing extensive market research on them; from these 
we will choose a list of 5. The board will then choose the final one, us-
ing a number of criteria. Then we will go back and have alternative logo 
designs developed and market test them to see which one is the best for 
delivery of that brand name. We have budgeted $35 000 for a promo-
tion campaign just to introduce our brand name. Of course, the logo 
will go on everything we do when we introduce this program. Finally, 
we are going to repaint all our coaches and introduce new uniforms and 
a human relations training course for drivers to further improve the 
good image we have there. 

We found that musicians were standing on the platform and putting a 
hat out. The operators and the starters were getting really upset, be-
cause they said the musicians were getting in the way of the passengers. 
So we painted musical notes on a certain space in three stations. Next 
week we are conducting a signup of all local musicians, and then we 
will send lists of the music to the underground newspapers to announce 
who will be playing in the subways this week. This is the kind of thing 
that does not increase ridership, but it humanizes the trip in a way. I 
think it has become something very positive now—a nice thing and a 
different way of using the space. 

Individuality in Sales Communications 

The exact form that sales efforts take is a highly indi-
vidual matter, shapedby the particular mixture of objec-
tive, external environment, internal support, budget, 
and media costs. Even though one system's market re-
search and promotional devices may not be directly 
transferable to others, the idea—or the principle under-
lying the idea—can serve as the seed for developing 
campaigns suitable to other situations. 

SEMTA is developing a marketing handbook for use 
by marketers within its own system; this will also be 
available to other systems. The handbook will include 
mix-or-match items that may be used to develop bro- 

chures, informational pieces, route maps, media ma-
terials, and a lot of how-to-do-it information. The in-
formation is aimed at people who have the marketing. 
task but no particular background in marketing. 

The conference discussion produced an exchange of 
ideas for promotions that have been used in the systems 
represented. Many of these were discussed in the con-
text of cost saving, but others were less cost motivated 
than developed in response to specific situations and 
opportunities. 

Premiums 

Premiums can be very useful in introducing a new prod-
uct. 

We gave Out frisbees to each passenger, and the passenger was told—
tongue in cheek—to bring this back in the afternoon, because that was 
the return ticket. It was funny to see these $25 000/year guys walking 
around downtown with their frisbees with park-and-ride written on 
them. 

Special Events 

Boston is a wonderful place for outdoor public celebrations of events, 
and we have been hooking up with agencies that are providing them. 
We say, "Take the T to the promenade" or "Take the T to the kite 
festival." It costs us no money, gives us a lot of visibility, and works 
very well from a public relations standpoint. 

We have some route-specific and event-specific promotions. Last Christ-
mas, in order to try to reverse a drop in ridership between Thanksgiving 
and Christmas, we reduced fares to 25 cents to get people Out to shop-
ping centers. There has been a 10'/ percent increase in ridership and, 
given the fact that there would normally be a dip, that might have been 
as much as a 20 percent swing in ridership. It cost us money, but it 
created good will, particularly among the senior citizens. 

We found in a survey that only a third of the people knew that BART 
operated after dusk, so we designed a series of nighttime promotions, 
particularly for New Year's Eve because it gave us an opportunity to use 
the press for free publicity. New Year's Eve is the one time of year that 
even the automobile user is looking for an alternative, so we came up 
with the theme "Use our car" and said we were open until 2:00 a.m. 
Whether people rode or not, that promotion got the message across that 
we are open at night. 

Contests 

Contests can be used as awareness campaigns and to 
compile mailing lists as well. 

For National Transportation Week we staged a poster-writing contest. It 
was headlined "Write a billboard—win a bus for a night" and ran as full-
page ads in the principal papers. The winners got the use of a bus for a 
night and could invite 24 friends. We took them downtown to the Stroh 
Brewery, took a tour on the 75-year-old trolleys, and went to the Detroit 
Plaza Hotel for a buffet dinner. They also won 10-speed bicycles. We 
followed the contest with an announcement ad showing the winning bill-
boards, which will be posted on an expressway with the names of the 
winners on it. 

WORKENG WITH AN AGENCY 

Advertising agencies, like advertising campaigns them-
selves, can be chosen prematurely. Unless the agency 
is to conduct market research on which the groundwork 
of the campaign is to- be laid, it should not be brought in 
until the objectives and goals are firmly set and a satis-
factory product has been developed. One problem found 
in the use of agencies, or in the way most of them oper-
ate, is that their interest does not lie in reducing ad-
vertising costs; the larger the media cost, the larger the 
agency's commission. It is possible that this motive 
may influence an agency in choosing which media to use 
as much as its effectiveness. 
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Most agencies live on commissions, so naturally they are not going to be 
out there really looking to see what the cheapest way of doing news-
paper advertising is. If you talk with your newspaper representative, 
there may be a contract rate available. 

It may be a mistake for some transit properties to allow their agencies 
to operate on a commission basis. It may be wiser to put them on a 
basis that allows them to make a reasonable profit. The trouble with 
commissions is that they give an agency an incentive to maximize their 
commissions by maximizing your advertising expenditures. 

The fee basis gives you real good control on who is working on your 
account and the actual hours, because you are getting the cost figures. 
Then you can force the agency to do things they do not like to do, such 
as cost accounting by program, so that you know exactly what the 
tourist and convention market is costing you, because you get them to 
break Out their hours both ways for you. It gives you a great deal more 
control and insight into the agency's business. Once you establish that, 
then you can go to the commission. 

Is it necessary to hire an agency to design and conduct 
market research? Market research agencies were crit-
icized on several grounds. 

They tend to repeat the same methods regardless 
of the specifics of different situations. 

A large measure of agency findings could have 
been arrived at through intuition and experience. 

Most agencies' methods are too shallow and do not 
deal sufficiently without motivation. 

Because market research results are seldom shared 
among systems, much of the research that is undertaken 
may be duplicative and therefore unnecessary; some 
method of making research reports generally available 
might avoid parallel efforts and reduce dependence on 
market research agencies. 

Sales Training 
This session included presentations on the employee 
training programs of United Airlines and the Central New 
York Regional Transportation Authority (Centro) as ex-
amples of how such programs can be set up and what 
they can accomplish. 

UNITED AIRLINES' PROGRAM 

The manager of training for United Airlines outlined the 
history, purposes, and operation of United's employee 
training programs and pointed out that employee training 
is of particular importance in service industries because 
there is no physical product that can distinguish one firm 
from others that have the same purpose. The basis of 
distinction is the way the product—service—is delivered 
to the public. Product delivery includes presentation, 
sale, and performance of the service offered—in this 
case, transportation. 

United's training programs have three aspects or 
emphases: training in interpersonal relations, sales 
training, and product knowledge. The training program 
in interpersonal relations reflects the airlines' tradi-
tional orientation toward service presentation. It fo-
cuses on how passengers and potential passengers are 
treated. All public-contact employees (reservation 
clerks, ticket agents, stewardesses and stewards, and 
air freight agents) receive such training. The course 
includes such things as stress and empathy training, and 
it is designed to impart specific techniques for dealing 
with people. A variety of methods is used: case stud-
ies, role playing, program instruction, visual aids, and 
discussion. 

Until the 1970s, the demand for air travel was suffi-
ciently strong and the number of carriers on any one 
route sufficiently small that the market could be shared 
comfortably. This is no'longer the case. As competi-
tion increased, it became apparent that service distinc-
tions alone were not enough to ensure sales; in fact, it 
was found that customer service, particularly in reser-
vations, could be carried to the point where it contrib-
utes to the sales of competing airlines. A more sales-
conscious, aggressive attitude on the part of employees  

was required. As a result, new emphasis was placed 
on the sales aspect of training. In some cases, public-
contact jobs were retitled to reflect this shift in empha-
sis; reservation agents became reservation sales agents, 
and passenger service agents became sales and service 
agents. The training program was modified to include 
courses on sales opportu nitie s— gathering trip informa-
tion that might lead to sales, emphasizing round trips, 
spotting possibilities for multiple trips, rebooking can-
cellations, and similar sale s- augmenting techniques. 
Along with these sales skills, reservations agents are 
trained in telephone techniques for controlling conversa-
tions in order to avoid excessively prolonged calls that 
tie up lines and reduce sales productivity. 

Sales training is also given to the airline's outside 
sales repre sentative s—people who service commercial 
accounts and travel agencies. In their case, however, 
product knowledge is a very important ingredient of sales 
skill. They must be able to answer rather technical 
questions about the services they sell and the service 
alternatives that are available. Each new service and 
the reason it was initiated is fully explained to sales 
representatives before they offer it to the market. The 
sales training these representatives receive has a more 
commercial flavor than that given to passenger-handling 
agents. 

Once the training period is completed, various meth-
ods are used to keep track of employee sales productiv-
ity. These methods are based on such measures as calls 
per hour, sales per hour, whether the sale is one-way 
or round-trip, and revenue produced. Performance in-
centives are offered through local offices, but the prin-
cipal incentive lies in the fact that raises are given on 
a merit basis. 

There is very, little turnover among the airlines' 
public-contact employees. This is partly because sala-
ries and working conditions are excellent. It is also be-
cause, wherever possible, a performance deficiency is 
considered a skill deficiency that can be corrected by 
retraining. The sophistication of the performance track-
ing system allows supervisors to pinpoint which skills 
are deficient and how. Employees who are consistently 
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underproductive compared with others are retrained on 
a problem- specific basis. For example, if a telephone 
reservations agent tends to prolong the conversation 
needed to complete a sale but is competent in other re-
spects, it is assumed that he or she has a verbal skill 
deficiency and is given further training in this area. 

On the surface, there would appear to be few direct 
applications of United's training techniques to the transit 
situation; transit information clerks do not ordinarily 
make reservations and, even though bus drivers collect 
fares, they rarely think of themselves as sales agents. 
In a sense, however, all transit people who have contact 
with the public are part of the marketing effort since 
they affect the image of the transit system. A good im-
age is doubly important for most transit systems, be-
cause their revenues are dependent on public financing 
as well as fares. A disenchanted rider may not only 
choose other means of transportation but may also com-
plain to his or her representative on the city council, 
who may remember this complaint at budgeting time. 

A large part of training transit employees must be 
directed to avoiding negative factors. The information 
clerk who talks too long reduces the number of informa-
tion calls that can be handled; if he or she cannot answer 
questions accurately and adequately, the caller may decide 
not to take abus; driver swho run off schedule, skip stops, 
lack courtesy, splash water at the curb, or otherwise annoy 
riders or potential riders discourage transit use. Negative 
employee attitudesusually result as much from poor morale 
as from poor training, so morale building is a basic, maj or 
element of developing transit employees as sales agents. 

CENTRO'S PROGRAM 

The employee development program now in force in the 
Centro system has evolved over a 5-year period. It is 
directed toward both internal objectives—improving em-
ployee morale—and external objectives—improving em-
ployee performance and the image of the company. 
Training per se is only a part (and for some jobs, a very 
smallpart) of the total development approach. 

The development program places great emphasis on 
employee recognition, both as an incentive to better 
performance and, to a lesser extent, as a way of en-
couraging performance competition among employees. 
The recognition program began with a driver-of-the-
month award and two annual mechanic achievement 
awards. In the program's early days, award winners 
were recognized by receiving a $25 bonus and having 
their names posted where other employees could see 
them. 

In 1976, the award was changed. Winners received 
a ring symbolizing their excellence—a Super Bowl ring 
for super drivers. The rings are presented at a "We 
Care" banquet to which only award winners and their 
families are invited. This device—the ring and banquet—
is proving to have a much greater incentive effect than 
the cash award. 

The program also attempts to build the morale of 
employees who are not drivers or mechanics. For in-
stance, the job of inspector was not a particularly pop-
ular one among employees. Inspectors are on the lowest 
rung of the supervisory ladder, and they are often re-
luctant to exert supervisory control over workers who 
were so recently their equals. Further, they may make 
less money than drivers, so there is little financial 
incentive to move up. Several measures were taken to 
make these jobs more attractive: The job title was 
changed to "service supervisor," their workweek was 
changed to four 10-h days so that they have more days 
off than other employees, and they will be eligible for 
supervisor awards and rings. They are now doing a  

better job and accepting responsibilities they were reluc-
tant to accept before. 

An incentive system has also been developed on a con-
tinuing basis to include employees who are not award 
winners. Drivers who have no safety or courtesy viola-
tions for a month are given a certain number of points 
that are convertible to cash. Points are awarded in pro-
gressive amounts on a quarterly basis over the year; 
that is, a 3-month stretch without violations earns more 
points than three separate 1-month periods. The pro-
gressivity extends to half-year and year-long periods of 
clean records. 

To increase the feeling among employees that they 
are involved in policy making, drivers are asked to 
serve on committees that meet regularly with manage-
ment representatives. Safety, courtesy, banquet, and 
schedule committees have been set up for this purpose. 

Much of the impact of the program has been to develop 
the employees' self-image. Employees are encouraged 
to conceive of their jobs as professions and of themselves 
as professionals who have a personal pride in high-
quality performance. This concept also serves Centro's 
external marketing objectives. The theme of Centro's 
upcoming marketing program is professionalism; the tag 
line and the basic logo will be "The Centro profession-
als—you can depend on them." 

Driver appearance is one emphasis of the program. 
The drivers' room has full-length mirrors, a shoeshine 
machine, and a mannequin wearing the proper uniform. 
In order to make drivers look and feel more profes-
sional, briefcases will be issued for carrying papers and 
personal effects while on duty. 

Public recognition of drivers is also a part of the pro-
gram. The driver's name hangs on a tag on the bus just 
below a decal bearing the tag line, "Centro profession-
als—you can depend on them." If the driver happens to 
be the driver of the month, he or she is so identified on 
the tag. Newspaper ads will also be oriented toward the 
driver and his or her responsibilities, and news releases 
will feature promotions, retirements, outstanding per-
formance, awards, and similar items devoted to the 
driver. Inside bus cards will carry various facts about 
the system and its drivers. 

The public recognition approach is expected to have 
several effects; for example, some of the bus cards read 
"Did you know that each Centro driver is specially 
trained in courtesy?" The passengers therefore expect 
courtesy and know that the driver has been trained in 
courtesy. The driver also sees the card and knows he 
or she has been trained in courtesy and is expected to 
be courteous. As a third dimension, the driver's name 
is before the public, which further compels him or her 
to be courteous. 

THE INGREDIENTS OF EMPLOYEE 
DEVELOPMENT 

Employee morale is a particular problem in many tran-
sit systems. In recent years, many companies that had 
been in private ownership went public. Long-time em-
ployees were faced with uncertainties. Would their jobs 
be continued? Would their retirement benefits remain 
in effect? Would their job status be changed? In addi-
tion, outdated equipment, operations, and management 
were being modernized, and this meant having to adjust 
to new vehicles, new routes and schedules, and new job 
routines. It is small wonder that employee attitudes be-
came a problem. With a history of strong unions, tran-
sit employees tended to look to this source for protec-
tion from change rather than becoming involved with 
management in upgrading the system. As transit sys-
tems have gradually been improving operations and 
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equipment, so have they been turning more attention to 
	

Telephone Information Employees 
building better employee morale and performance. 

Pinpointing Employee Problems 

In our system, we have a severe problem with driver attitudes. We talked 
about the idea of a systemwide employee attitude survey to get to the 
heart of what things are bothering people about the system. The concept 
of an internal, comprehensive employee attitude survey is a very hotly 
debated issue. One camp says you cannot afford to have the answers 
come out, and the other says you cannot afford not to. 

Apparently, few—if any—transit agencies have under-
taken formal employee attitude studies. Few, in fact, 
have any mechanism at all, other than the unions, for 
listening to what employees have to say about the system 
or about their own situations. A scattering of individual 
systems is turning, like Centro, to employee -management 
committees as a means of involving the employees in the 
system and working out mutual problems. 

The major focus so far has not been to identify em-
ployee problems but to identify problem employees. The 
major means of isolating both employee -related and 
other problems is the system's complaint mechanism, 
whatever form it may take. Presumably, if an employee 
is the target of a complaint, the source of the problem 
can be discussed through the union or on a one-to-one 
basis with the employee. The frequency with which a 
particular type of complaint occurs, either against a 
particular employee or against all the system's em-
ployees, is rarely tracked. 

Greyhound's approach is to anticipate customer com-
plaints and prevent them, if possible: 

One thing that we do as part of our ongoing market research effort is to 
use employee-sensitivity questions; that is, to get customers' reaction to 
all of our different classifications of employees. Our intent is to iden-
tify problem areas before they emerge. Also, within our Employee Train-
ing and Relations Department, we keep a tab of complaints, and we try 
to isolate patterns. This is very hit or miss, but it is possible to identify 
problem areas, tracking them down to zones, for example. 

The organizational mechanics of handling complaints 
varies, and there is no agreement on how it should be 
done. In one view, complaints should be channeled 
through a specialized department staffed by people 
trained for this function. In another view, complaints 
should be accepted by the department that is affected by 
them in order to increase the employees' awareness of 
the importance of service quality and the importance of 
taking personal responsibility for it. Most systems rep-
resented favored having a specific complaint department, 
and they all agreed on the importance of responding to 
complaints. 

How can we spread a consumer orientation throughout the organization 
unless hearing about complaints happens throughout the organization? 
If we bury complaints in one department, the rest of the people are not 
going to hear about a problem unless they get it second hand. 

If someone like the maintenance superintendent writes a letter of apol-
ogy to somebody, it is probably going to be a pretty bad job. If a com-
plaint comes in, you can make a copy of it and send it to the mainte-
nance supervisor, who then has 24 h to get it back to you; then you get 
the answer out. 

If complaints are too spread out, the responses are too diversified, and you 
cannot compare last month's complaints with this month's or compile 
any type of track record. I strongly suggest a central department that 
gets out a response in 48 h. 

When a complaint is recorded, you have a lot of information from that 
person. You have his or her telephone number, address, and everything. 
After the initial response with a letter and free tokens or whatever, how 
many of us call back in 2 months on a random basis to see how many 
complainers have become nonriders? Have you lost them or have they 
come back to you? What complaints cause which people to be com-
pletely turned off by the system? 

Although information clerks in transit do not make sales 
as do clerks in the airlines, they may be responsible for 
nonsales by being rude, by failing to provide clear in-
formation, or by tieing up phone lines beyond the patience 
of callers who are trying to get information. Next to 
drivers, information people are probably the major point 
of contact the public has with its transit systems; the 
quality of service they provide is therefore an important 
aspect of marketing transit. 

We found that there were a lot of nonsales being consummated on the 
telephone—"You can't get from there to there by bus." So we are send-
ing the ticket agents and the telephone people out to ride the buses, 
taking their passes away and giving them a handful of change. They have 
to do it on their own to get some feel for the passengers' needs. We are 
also tackling the problem of the number of calls per hour; there are some 
gabby types. There may well be some things we can do to at least get a 
commitment out of the person, e.g., "Hope you enjoy your trip. Is there 
any further information I can give you? Is there anything I can mail to 
you?" 

We keep talking about customer service and how we spend a lot of time 
and money initially to train the telephone operators. Many systems have 
the telephone operators ride the system because they must be familiar 
with the routes. When we go through major route changes or add pieces 
here and take away pieces there, I get the feeling that the telephone in- 
formation operators are not part of those changes. 	- 

We had a 1-h bull session for all the telephone operators. A lot of things 
came out of that discussion. The telephone operators told us that they 
are virtually the last to hear about a route change. It is a sore point, and 
I hope it will not happen again in our system. 

It is very difficult to evaluate the productivity of any 
service employee, but particularly that of telephone in-
formation operators. Because no sales are consummated 
by phone, there is no positive way to measure output, 
although complaints 'provide a negative indicator. The 
airlines, in addition to measuring the sales and revenues 
produced by telephone and the volume of calls handled, 
also monitor customer calls on a spot-check basis. 
Centro has been working on methods of tracking service 
quality in telephone information. 

We have our ad agency do it. A representative calls in for information 
and then writes a report on the quality of the information. We also have 
the telephone company. All our people are trained by the telephone 
representatives when they first come to work with us. The telephone com-
pany also audits calls from the standpoint of quality. They actually call in 
and give us a report on a periodic basis of how our operators respond. 

Employee Training Programs 

The bulk of the employee training effort in transit is 
spent on driver training, although many other employees 
receive training on a less formal basis. It was suggested 
that training should be extended to more employees and 
should reach higher up the .organizational ladder. The 
responsibility for the employee-training function within 
the organizational structure varies from system to sys-
tem. 

Program Location 

Where should training programs be organizationally lo-
cated? This is a difficult question to answer, because 
the programs cut across so many of the traditional or-
ganizational lines. Some justification can be found for 
locating them in operations, personnel, or marketing or 
for giving training separate status. 

United Airlines has a dual training system. Pilots 
are trained separately from all other employees. Non-
pilots are trained in their own departments, but the De- 
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partment of Training crosses all lines to provide train-
ing assistance; it functions as a service organization. 
Centro also has a manager of training, who reports di-
rectly to the general manager but is also in the market-
ing department. 

Marketing is not a line function directly in our organization; it is a staff 
function that assists the other departments to get their jobs done. The 
manager of training writes the program, and then it is put into a market-
ing context. He physically trains the drivers in operating the bus, using 
the equipment, and following the safety rules and state regulations. We 
have a sort of horizontal organization; various departments work as a 
team or as a committee. We have a marketing committee that consists 
of the director of marketing, the training manager, maybe the director 
of scheduling, and the director of operations. 

Types of Training 

Driver training in some form is a common feature of all 
transit systems, but the methods and materials used are 
far from uniform, and the standards for successful grad-
uation differ. In the northeastern area, an effort is be-
ing made to standardize driver training among all sys-
tems, and an effort will be made to provide training for 
all employees. 

Centro has been the leader in organizing a blue.collar training consortium 
with three upstate authorities—the Capitol District Transit Authority, the 
Niagara Frontier Transportation Authority, and the Rochester.Genessee 
Transportation Authority. The purpose is to develop a standardized 
driver training program for the transit companies in the Northeast. We 
will use and develop up.to.date visual aids like those in McDonald's train-
ing program for their managers and counter clerks. To sell a hamburger 
at McDonald's, you need to go through 21 separate cassettes, and you 
have to master the material in each one before you can move on to the 
next cassette. They are very basic; they are very simple. 

Our materials could include an introduction to the company, the ben. 
ef its, and the various training aspects, even physical training on the bus. 
Such a program would be a high.quality, high-powered professional ef-
fort designed to psychologically—through training and refresher courses 
and refresher training—motivate the drivers and increase their productiv-
ity. We want to reduce some of the problems, and we want to build the 
self-esteem and improve the quality of life of our drivers. 

The need for training of supervisors and management 
personnel, at least on-the-job experiential training, was 
emphasized. 

CHANGING EMPLOYEE ATTITUDES 

Fundamental changes in transit systems have occurred 
rather rapidly in the past 6 years. There is general 
agreement that low morale among transit employees has 
resulted in poor employee attitudes and that this, in 
turn, affects their productivity in terms of the quality 
of service they provide and their reliability. It is there-
fore a major marketing problem. 

Most problems between management and employees 
can be approached from the standpoint of using a carrot, 
a stick, or both. The use of sticks, however, is 
strongly constrained by union protection. Further, even 
if an employee could be fired for low productivity, it 
would be hard to define "low"; service productivity is 
a nebulous concept that is hard to measure in meaning-
ful, quantitative terms. For these reasons—if for no 
others—a positive approach that includes incentives and 
other programs to induce self-motivation is likely to be 
more successful than a punitive approach. 

Incentive Programs 

Unfortunately, transit operations tend to have disincen-
tives built into them. 

In transit, we build a system that provides an incentive for the driver to 
get fewer people on the bus, because it makes his or her job easier. If the 
driver can just run past some stops or let only one person on or off, that 
makes it a much easier run. He or she can make more time on the run 
or catch up with the bus ahead. 

These factors can be overcome only by changing drivers' 
attitudes; a driver out on a run must be his or her own 
supervisor. Specific positive incentives may be one step 
in this direction. Many systems, e.g., Centro, offer 
prizes or money for good service. Greyhound has ex-
panded on this type of incentive. 

We have a program called Greyhound Gold that is based on point accu-
mulation. The main thing is that a whole terminal shares in it—everybody 
from telephone information operators to baggage clerks and drivers, 
everybody who works at a given facility or equipment point. The pro-
gram, however, is not aimed at the employee but at the employee's fam-
ily; the gift catalog is sent to the spouse. A,terminal manager can cus-
tomize the program according to needs, but the idea is to involve the 
family. Because our drivers may be on the road for many days at a time, 
they have to have absolute support from their families. 

Recognition 

A more general type of incentive to encourage employees 
to produce better service is to recognize publicly that an 
employee had done a good job and that his or her efforts 
are appreciated. The driver-of -the -month title conferred 
by Centro and similar awards given by other agencies to 
outstanding employees are a means of providing recogni-
tion. Greyhound has a long-standing awards system, and 
it is being oriented toward the drivers' families as well. 

What we have tried to do in the last 2'/ years is to develop a series of 
programs that involves the family in order to build family support. 
There is a series of service awards based on accumulated quality points. 
There are rings, as for anniversaries—diamonds, rubies, various stones—
and they mark milestones as the employee accumulates letters of com-
mendation. We find employees get their friends to write letters! 

Recognition is intended to build the employees' self-
image so that they take pride in their work and are thus 
sell-motivated. This, of course, is reflected in the 
image projected by the whole system. The politicians 
and the riding public must see professionals—trained 
employees who are dedicated to render service to the 
community. 

Employee Involvement 

Involving employees in the system goes a step beyond 
providing incentives and recognition, which are things 
that are done for employees as a reward for good per-
formance. If employees feel importantly involved and 
recognize a mutual interest with management in the wel-
fare of the company, they perform well because it is in 
their own interest to do so. Various approaches to em-
ployee involvement have been tried. Centro has set up 
employee -management committees, and some agencies 
have tried suggestion boxes, but these have met with 
mixed success. 

We have thought about trying to get drivers and other employees in-
volved in marketing programs. We are looking at all kinds of ways to 
get them involved. We have exhibits at the county fair, and we tried to 
get drivers involved there as staff, but it didn't work. 

We really follow up on the suggestion-award system—up to $1000 for 
good suggestions. If you are going to do it, you have to work it hard. 
If a suggestion comes to me, it is color coded and gets taken care of 
within 24 h. 

We have just started our system, and so far we have received 25 sugges-
tions; not one of them is something we have not already considered or 
done. It is just a lot of paper. 
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We spend a lot of our time saying, "This is why we are not doing that." 
I do not believe it is effective to encourage that. 

Three years ago we initiated a program of meeting with our drivers once 
a month. It is getting to the point now that it is becoming a bit stale, 
although this year was a good year; in consecutive months the meetings 
featured the general manager, the director of schedules, and the director 
of maintenance. 

We created random groups of employees and sat down to focus on differ-
ent issues—some in advertising, some in promotion. They get to discuss 
the whole gamut, so we get input from them on the entire process. 

Apparently, there are no guaranteed methods of in-
volving employees in the management process. An at-
titude of cooperative effort may be hard to achieve, par-
ticularly in the context of strong unionism, but perhaps 
more management initiative in this direction could help 
create the proper atmosphere. 

If you have a union shop, you have a lot of people in the union, and you 
have a division of loyalties. The business agent is Out there saying that 
he is the one that lobbied for every program the company institutes. 
We try to take credit by putting the bulletins on the board first, e.g., 
that the company is giving the cost-of-living benefit. You cannot really 
be antiunion, but you have to let people know who signs the checks. 

It is important that the drivers know that we are fighting for them. They 
are aware that employee development programs cost money and that the 
city and the state are not using public funds for such programs. The 
drivers know that we are interested in their welfare, which is very impor-
tant. 

Costs and Sources of Support 

However desirable employee development programs 
may be, they must compete with a long list of other de-
mands on already strained transit budgets. How much 
expenditure on employee development can be justified? 
The cost of such programs obviously depends on their 
dimensions, but the cost of not having such programs 
may be very large. Further, if the programs bring 
about substantial gains in productivity, their compara-
tive cost may be very small. 

I do not think things have changed much over the years in training, be-
cause management has not seen fit to put the resources there. If there 
is a choice between extending service and a training program, manage-
ment usually chooses to spend the money on a little more service. Some 
of these things have to change and, until that change is made, you will 
not get the kind of resources you need to do the proper type of training. 

It is hard to evaluate the results. If you improve productivity, for ex-
ample, in the area of absenteeism—improve the self-esteem of the prob-
lem driver so that he or she feels like coming to work on Fridays and 
Mondays for a change—that alone can save you $15 000, because you 
don't have to hire a new driver to replace the one who is only there 
once in a while. 

Just figure the operating costs: 85 percent of our costs are labor. If 
you improve productivity just 1 or 2 percent, you are talking about 
hundreds of thousands of dollars. 

At least one transit system has had some success in 
finding private sponsorship for employee development. 

We convinced one of the major banks in the area that their public-
service recognition factor in the community would be helped if they 
would pick up the tab for the whole driver-of-the-month and driver-of-
the-year program; they are very happy with it. Since they are spon-
soring the bus card that announces the driver of the month, we can af-
ford.to  have the name and photograph of the driver of the month in 
every vehicle, which really goes over very well. The bank also pays for 
the $25 savings bond that the driver of the month gets and the banquet 
for the driver-of-the-year award. 

How much of the impact do you lose? Does the driver now feel that 
the bank is doing this for him rather than the company? 

The bank remains in the background, but they do get the recognition. 
What they are really looking for is the media recognition and of course 
the advertising, which is minimized on the bus cards. We think we are 
losing very little. 

It is probable that few systems could get support for 
a full-scale employee development and training program 
from one source, but it should be possible to at least mi-
tiate some parts of a program and expand it piecemeal 
as funds can be found for this purpose. 
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Summary and Conclusions 
The fifth, and final, workshop met at Ocean City, Mary-
land, September 11 to 14, 1977. The workshop ad-
dressed one of the central issues in urban transporta-
tion—financing transit and other public transportation 
operations. The transit industry has not been self-
supporting for some years, and it has required increas-
ingly heavy doses of subsidy to keep it in operation. 
There is every prospect that these deficits will persist 
and grow. Just how long and to what extent federal, 
state, and local governments will continue to foot this 
bill is a serious question. Unless some measures are 
taken to control the transit deficit, the answer to this 
question could stunt the growth of public transportation 
services in the future or even cause them to be curtailed. 

The financial plight of the urban transportation indus-
try was explored by the workshop in six sessions. The 
first and last sessions respectively introduced and sum-
marized the issues discussed in the other four. The 
second session defined the problem in terms of its pres-
ent and prospective magnitudes and in terms of the 
extent to which transit fulfills the social goals and ob-
jectives of the community. The third and fourth sessions 
sought ways to reduce—or at least control—transit sys-
tem deficits by reducing operating costs or by increasing 
revenues. The fifth session was concerned with how the 
funding of urban transportation should be allocated be-
tween internal and external sources and among the three 
levels of government. In addition, the structure of 
government funding mechanisms was discussed, with 
particular reference to the relative merits of block and 
categorical grants for the purpose of funding transpor-
tation programs. 

The workshop was successful in gathering a wide 
variety of experiences, ideas, and opinions from many 
different perspectives. Certain common threads did 
emerge. Although viewpoints on the particulars of some 
issues varied, in general terms the workshop found 
that: 

Because public transportation systems provide 
benefits to the general public, some amount of govern-
ment subsidy to support them is necessary and justified. 

Virtually all transit systems, as they are cur- 

rently organized and operated, have or will soon have 
severe financial problems, and the deficits, which are 
symptoms of these problems, have increased each year 
at a very rapid rate. 

It will be increasingly difficult for governments 
to justify in terms of social benefits the large subsidies 
that will be required to support these deficits. 

Transit operators and public decision makers 
have certain options available that would help limit their 
deficits, including (a) cutting back on service levels; (b) 
reducing the costs of providing given levels of service 
by raising the productivity of labor and the quality of 
management; (c) increasing revenues by making fare ad-
justments, finding new palatable forms of public funding, 
or participating in the appreciation of capital assets such 
as land and buildings; and (d) finding innovative ways of 
delivering public transportation services that are com-
parable to or better than but cost less than present ser-
vices; these methods could well include private operators 
and paratransit modes. 

Although it would be generally undesirable to re-
duce service levels, the choice of methods used to con-
trol deficits should be a local decision based on local 
operating conditions and local political environments. 

The federal-aid system should be reshaped to (a) 
coordinate all assistance programs that affect transpor-
tation (whether they originate in the Departments of Trans-
portation; Health, Education, and Welfare; or Housing 
and Urban Development or any other federal body), di-
recting these efforts toward similar objectives and 
avoiding duplication in order to enlarge the effective 
pool of funds for public transportation; (b) distribute as-
sistance among transit systems on an equitable basis 
that is related to service requirements; (c) encourage 
innovation in the way public transportation is organized 
within a state, a region, or a system and in the modes 
and methods used to provide service; (d) provide incen-
tives and remove disincentives for increasing productiv-
ity in transit operations; and (e) support the efforts of 
transit authorities to change the sociopolitical climate 
in their local areas in the interest of better public trans-
portation. 
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The first session was designed to set the stage for the 
discussions on transportation financing that would follow 
in the next five sessions. The findings and conclusions 
of the four previous workshops in the series were sum-
marized. The moderator described the purpose of the 
entire conference as an attempt to find ways of accom-
modating the many different, and often competing, views 
of what a community transportation system is: a profit-
making business, a public utility, a social service, a 
growth shaper and land user, an environmental impact, 
an energy user, an energy saver, a status symbol, and 
a drain on taxpayers. The conference was designed to 
furnish solutions to the problem of putting all these var-
ious perceptions together. 

The glaring fiscal fact about public transportation is 
that it cannot—or at least currently does not—carry its 
own costs, and its ability to do so is diminishing at an 
extremely rapid rate. Apart from the question of 
whether it should be financially self-sufficient, there 
is little likelihood that it ever will be. However, it is 
not impossible to control the nature, and perhaps the  

extent, of the dependence that community transportation 
has on the public pocketbook. Expenditures could be con-
trolled, revenue sources adjusted, or service levels 
diminished. 

Whatever the approach or combination of approaches 
that is taken, the process of implementing the solution 
must include certain essentials: 

The proposed solutions must be communicated to 
the public—both consumers and politicians. 

Both consumers and politicians must be involved 
in the decision-making process. 

The present political and administrative appartus 
will require legislative adjustment to permit implementa-
tion of the solutions proposed. 

The intent of this legislation must be carried out. 

The role of the present workshop in this process is 
that of communication—to define the problem, to see what 
research has been done to find solutions, and to consider 
what type of research is needed to come up with solutions. 

The Decision-Making Environment of Urban 
Transportation 

Aaron J. Gellman, Gellman Research Associates, Jenkintown, Pennsylvania 

There are several groups that make the decisions that 
ultimately shape the transit product in this country: 
governments, transit and paratransit operators, those 
who supply the operators, and the public at large. 

Included in the category of transportation- system 
suppliers are the firms that make transit cars and buses, 
automobiles, taxis, and other means of transporting the 
public, as well as the suppliers of private capital. Many 
factors in the suppliers' environment have tended to 
discourage new firms to enter and old firms to continue 
in the business of supplying the needs of urban trans-
portation operators. One such factor is the nature and 
the extent of the influence government has on urban 
transportation. 

The federal commitment to urban transportation is 
relatively recent in origin, and suppliers are uncertain 
as to its probable level and its constancy over the long 
run. Because government in general provides such a 
large proportion of the transit industry's funding, it is 
a pervasive force in the market for transportation equip-
ment. Government influences both the size and the shape 
of this market. It is an external force in the market, 
however, and is thus less predictable than the forces 
that originate in the market itself. This unpredictabil-
ity, which raises the level of risk that suppliers must 
face, takes several forms. 

Will government's interest in public transportation 
continue at its present level and in its present emphasis? 
Policy shifts can have a profound effect on the amount 
and type of transportation equipment that is required; this 
is true both of general policies, such as those regarding 
the use of fuel energy or homeownership and suburbani-
zation, and of transportation- specific policies on such 
matters as building fixed-way systems. 

If government should sponsor one particular de-
sign for equipment or infrastructure, will operators tend 
to buy only equipment of that design? Investors may 
hesitate to enter the market with competing equipment 
if they feel that the Urban Mass Transportation Adminis-
tration is more likely to fund the type of equipment it has 
endorsed. 

Will regulations or standards be specified in such 
a way as to bias the market in favor of a particular sup-
plier's product? Although standards are presumably 
made for the benefit of the public at large, these stand-
ards may also rule some suppliers out of a market and 
operate to the private benefit of a few supplying firms. 

Will foreign competitors beunduly favored for 
reasons of foreign policy, rather than because of 
market-induced motives? Supplier entry could be easily 
discouraged if foreign suppliers are not required to meet 
the same specifications on the same terms as U.S. 
suppliers. 
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5. Will federal actions influence market segmenta-
tion by discouraging or promoting standardization of 
equipment among different systems? Allowing systems, 
particularly fixed-way systems, to so specialize in their 
infrastructure that the market for any particular type 
of equipment is very small will discourage suppliers 
from entering the market at all. 

The behavior of transit operators is another factor 
in the supplier environment that acts to inhibit entry into 
or continuation in the field of manufacturing transit 
equipment and infrastructure. Much of the discourage-
ment stems from ineptitude in the operators' purchasing 
function: 

This purchasing problem is made manifest by the publication of some of 
the craziest specifications the world has ever seen for the procurement of 
hardware. I couldn't understand the specifications, and no engineer has 
ever been able to explain them to me. How do you know when you have 
won? How do you know when you have met the specifications? 

If successful bidding could mean financial disaster 
because of poor specifications. it is small wonder that 
new firms are hesitant to enter the industry and that 
existing firms are reluctant to compete for such orders. 

Operators may also complicate the supply environ-
ment by requiring such specialized equipment that the 
market for any one type of equipment can never be large 
enough to permit innovation or economies of scale. 
There is a trade-off here, however. Even though stan-
dardization may permit the development of larger mar-
kets that are attractive to new suppliers, it may also 
act to discourage competition and innovation among ex-
isting suppliers. 

The atmosphere in which operators make their de-
cisions is also thoroughly permeated by government 
policies. A market -determined environment usually 
has a single goal; environments determined by public 
policy may have multiple goals (which may be mutually 
exclusive), and these shift unpredictably in emphasis. 
This causes considerable uncertainty about the type and 
level of funding that will be forthcoming from govern-
ment. For example, the goal of providing for general 
public mobility has given way to an emphasis on trans-
portation for the elderly and handicapped; this shift 
makes a large difference in the way a transit system 
spends its capital funds and the way it designs its opera-
tions. 

The uncertainty that characterizes government fund-
ing of transit is also present in the supply of private 
capital, which is not available in continuing supply or 
in a growing supply to meet a growing need. It is highly 
variable; interest rates fluctuate wildly and not directly 
in relationship to the prime rate. 

The federal government could mitigate this uncer-
tainty in the supply of private capital by designing laws 
and regulations in such a way as to attract the maximum 
amount of matching funds from such private sources as 
banks, insurance companies, and pension trusts. Mak-
ing investment in transit attractive to the private market 
requires some knowledge and experience in how that 
market works, however, and the federal government 
is sadly lacking in administrators who have a transit-
specific background. 

The constraint that labor imposes on transit opera-
tions is another large element of the transit operator's 
environment. Operators cannot slough off unneeded 
labor as easily as is possible in some other industries. 
Although transit unions are strong, union contracts are 
not the sole scurce of transit labor's strength: Labor 
exerts a strong political influence on public-service 
funding. Labor-saving innovations in equipment and in- 

frastructure could be developed, but most transit sys-
tems cannot take advantage of them. This constraint 
falls more heavily on older transit systems than on new 
ones that can build new, labor -minimizing technology 
into their systems at the outset. 

The lack of knowledge of transit markets is a perva-
sive handicap that is found across the spectrum of urban 
transportation. It manifests itself in two forms: a non-
existent or inappropriate data base and a lack of experi-
ence and insight. Very little is known about what might 
attract investors into transit, and very little is known 
about the demand function of transit consumers. Observ-
ing what people do in the marketplace is not sufficient; 
most often, consumer actions are a response to the 
supply pattern they are presented with, which may not 
conform closely to their demand. 

The environment in which government operates with 
respect to transit is plagued by politics as well as by the 
lack of specific knowledge about transit markets. The 
search for greater efficiency is not as important in guid-
ing government decisions to invest as is social policy, 
and social policy changes with the times. Government 
must allocate public funds among a great number of com-
peting functions, and social goals usually do not offer 
clear, objective guidelines for doing this. This haziness 
is reflected throughout the transit industry: ''Politics 
makes the urban transportation field one of monuments 
and make-work." 

Whatever the level of funds allocated to transportation 
as a whole, parceling these funds out among communities 
is based on guidelines that are related more to politics 
than to efficiency. Allocating federal funds for urban 
transportation on a nondiscretionary formula basis does 
not necessarily correct this situation. A formula based 
on the number of passengers handled, for instance, may 
be politically popular but may not make the most efficient 
use of the funds available; smaller cities may have fewer 
voters, but their transit funding needs may be more 
pressing than those of larger systems. 

The present organizational and institutional con-
straints surrounding urban transportation act to discourage 
efficiency in operations and competition in supply. There 
are several ways that this environment could be re-
shaped to encourage better performance on all levels. 

In certain contexts, free transit may be a desir-
able means of providing universal mobility while meeting 
specific social goals. 

Competition in the supply of transit equipment and 
infrastructure would be stimulated more by subsidizing 
capital availability through low-interest, long-term loans 
than by offering outright grants in which the government 
has a proprietary interest. 

Some transit systems—even large ones—might be 
better maintained and operated more efficiently if they 
were converted from public entities into employee-owned 
cooperatives. This would not only provide operators 
with market incentives but would also be more likely to 
attract private capital into urban transit. 

More should be learned about the demand side of 
transit. Several methods could be used to accomplish 
this. Revealed preference research is one possibility. 
Transit stamps, analogous to food stamps, might also 
furnish information about demand elasticities for transit 
services. 

Consumer education is critically important. Con-
sumers persist in choosing to drive their automobiles 
at any cost. Is this because of a strong preference for 
automobile travel or because of ignorance of compara-
tive costs? A true market choice can only be expressed 
by informed consumers. 

In many areas, there is a need to examine funda- 
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mental concepts. An example of this is the failure to 	be impossible to evaluate alternative solutions to these 
understand what capacity means in the urban transporta- 	problems without a common understanding of the under- 
tion field; each new study defines it differently. It will 	lying, fundamental concepts. 

Workshop Discussion: The Transit Environment 

Much of the general discussion centered on whether it is 
consumer ignorance or political ignorance that under-
lies the reluctance of the public to use transit services. 
It was suggested that the consumer preference for auto-
mobiles may be quite rational if the cost of the extra 
time consumed inbus travel is taken into account. Pol-
iticians may be unaware of the social advantages of pub-
lic transportation, but this is at least partly the fault 

of the transit industry; a greater effort should be made 
by the industry to educate politicians about the potential 
of public transportation and about the problems of financ-
ing it. It was pointed out, however, that even if politi-
cians were fully informed, they are limited in their 
ability to act by the public's reluctance to accept efforts 
to fend off impending disaster; perhaps the catastrophe 
must occur before anything can be done about it. 

Session 2 

Definition of the Problem 
There are many ways of defining the urban transporta-
tion problem in terms of its financial aspects. The 
most immediate and critical problem that must be faced 
is the large and growing deficit that transit operations 
generate and the imposing burden this deficit places on 

government at all levels. From a broader perspective, 
however, it may not be transit operations in themselves 
that are responsible; ultimately, it is the government's 
insstance that transit fuLfill social objectives that feeds 
the transit deficit. 

Transit Financing Trends and Outlook 

Cynthia J. Burbank, Urban Mass Transportation Administration 

Transit deficits are not a straightforward matter of cost 
and revenue curves; rather, they are ultimately the re-
sult of public-policy choices on fares, levels of service, 
and taxing. Whether we like it or not, when the head-
lines say that Washington's Metro deficit will be $300 
million in 1990, the responsibility for that deficit rests 
with federal, state, and local officials. However, tran-
sit costs and deficits also seem to have a momentum of 
their own that decision makers must grapple with. That 
momentum is the focus of this paper. 

RECENT TRENDS 

Although transit deficits nationwide increased only 9 per-
cent during 1976, they had increased more than 800 per- 

cent during the preceding 6-year period. What were the 
forces behind these deficits? At its simplest, the cur-
rent deficit in transit operations is a result of the grow-
ing gap between costs and revenues. Transit costs have 
increased at a rate more than twice the general inflation 
rate; at the same time, operating revenues have increased 
at only about half the inflation rate. As a result of this 
combination of trends, operating revenues currently 
cover only 56 percent of operating costs—down from 91 
percent 6 years ago. 

It is possible to identify about six categories of operat-
ing cost that have increased since 1970. The relative 
magnitude of these increases, which in absolute terms 
add up to a doubling of overall transit costs, is shown 
below. 
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Cost Category Percent Cost Category Percent 

General inflation 50 Increased service 8 
Labor (net of infla- Fuel (net of general 
tion) 20 inflation and ser- 

Employment (net of vice expansion) 4 
service expansion) 13 Other costs 5 

General inflation has been the primary culprit. The 
next largest contributor has been the cost of labor—in 
both wages and fringe benefits—in excess of the increase 
that can be attributed to inflation. Third in line was the 
cost of employing more workers than can be attributed 
directly to service expansion. 

Taken together, these factors added almost $2 billion 
to the costs of transit service since 1970; most of that—
about $1.5 billion—was paid to labor in higher wages and 
fringe benefits. The magnitude of labor's share of tran-
sit costs warrants a closer look at labor payments. 
While wages in the transit industry grew significantly 
between 1970 and 1976—in fact, at a rate 13 percent 
faster than the cost of living—labor productivity, mea-
sured as vehicle kilometers per employee, decreased 
by 10 percent. 

Meanwhile, a survey of municipal employment in 1976 
found that transit employees had the highest average 
monthly earnings among public - sector employee s—more 
than $16000/year. However, in cities with populations 
of more than 1 000 000 (where more than 78 percent of 
all municipal transit workers are employed) the earnings 
of transit workers ranked fourth, behind those of police, 
electric utilities workers, and teachers. In fact, tran-
sit workers' earnings did not rank first in any population 
category of cities. Thus, within any given city, transit 
wages are not as out of line with other public wages as 
often appears. Yet this does not change the fact that any 
significant attempt to control future transit costs will 
hinge on labor agreements, particularly on the wage 
rates and work rules included in new agreements. 

Operating revenues have increased at only 25 percent 
the rate of increase in costs. This has resulted from 
the combination of a net decline of 4.4 percent in rider-
ship since 1970 and only modest increases in average 
fares. Rider ship rose significantly during the energy 
crisis (about 6 percent) but has tapered off since to only 
0.5 percent last year. Meanwhile, average fares have 
been rising slowly; in constant dollars, the average fare 
actually declined 13 percent between 1970 and 1976. In 
current dollars, each revenue passenger pays an average 
of 38 cents/ride. In contrast, the average cost of pro-
viding transit service is 68 cents/ride. Local govern-
ments evidently have preferred to dip into tax revenues 
rather than raise fares in order to cover increased 
costs. 

FEDERAL, STATE, AND LOCAL 
ASSISTANCE 

How have governments responded to these trends in op-
erating deficits? Most striking is their fiscal response. 
The 800 percent growth in deficits since 1970 means 
that in 1976 federal, state, and local governments came 
up with nine times as much operating assistance as they 
had 6 years earlier. Their willingness and their ability 
to find the tax resources to support increasing levels 
of assistance will play the critical role in the near 
future of transit. 

In 1976, the transit industry's operating deficit was 
about $1.7 billion. Just more than half that amount 
was provided by local governments, one-fourth was 
provided by the federal government through section 5 
of the Urban Mass Transportation Act, and slightly less 
than one-fourth was provided by state governments. 

The remaining 2 percent came from nonoperating income. 
Although the data from earlier years are incomplete, it 
is clear that, although the absolute amount of local as-
sistance has increased, its relative share has been de-
clining as new state and federal assistance programs 
have been enacted. 

Federal operating assistance first developed during 
1974, and it has rapidly become a significant part of tran-
sit financing; in 1976, it even exceeded state contributions 
to transit. However, state programs have also developed 
rapidly in the past few years, and they continue to grow 
as more states develop new operating assistance pro-
grams, as they expand their financing of existing pro-
grams, and as they increase their level of involvement 
(their oversight role) in transit. 

FUTURE FINANCING 

As we look to the future of transit financing, the pros-
pects of two of the more transit-intensive states—Cali-
fornia and New York—indicate that compromises will 
have to be made in transit services in the immediate 
future. A 1977 auditor's report to the California legisla-
ture states: 

Even with government subsidies, manyof California's transit operators 
project unfunded deficits between 1976 and 1980. In order to provide 
existing or expanded levels of service, these operators must either reduce 
projected expenditures or increase revenue. 

According to New York's 1976 Annual Report on Public 
Transportation Operating Assistance, 

During the past year the basic mandate of New York State's operating 
assistance program—to, at a minimum, maintain existing fare and service 
levels—has not been achieved. Furthermore, the prospect for maintain-
ing that mandate in the current year is uncertain, even with the stringent 
controls necessitated by recent fiscal crises within the state, and the pres-
ent structure and magnitude of current public transportation operating 
assistance programs appear to be inadequate to support that mandate in 
the next and future years. 

What is critical is whether anticipated deficits during the 
next 5 years will be so much larger than financing capac-
ity that they will require fundamental changes in tran-
sit services or whether present and future transit needs 
can be met by gradually adjusting existing service and 
fare levels and tax policy. 

On a national scale, transit deficits could somewhat 
more than double during the next 5 years. This would 
occur if (a) federal, state,, and local governments were 
willing and able to continue to increase the level of op-
erating assistance by about 17 percent each year through 
1981 and (b) transit costs and revenues continue to rise 
as they did between 1975 and 1976—costs at a rate of 11 
percent annually and revenues at 5.5 percent. Broken 
down a bit more, these cost and revenue rates would be 
consistent with 3 percent annual increases in the amount 
of service, 8 percent increases in unit costs (due pri-
marily to inflation), 1 percent annual increases in rider-
ship, and 4.5 percent increases in average fares. 

In the light of recent history and the apparent intention 
of federal, state, and local governments to continue to 
increase the levels of transit service, albeit modestly, 
these projections are not unrealistic from an industry-
wide perspective. However, there are several reasons 
to believe that both cost and revenue factors will increase 
at slower rates between 1976 and 1981 than they did be-
tween 1974 and 1976. First, 1976 saw a much smaller 
increase in costs than did 1975 (8 percent as opposed to 
14 percent); second, ridership seems to be. tapering off; 
third, it is doubtful that a 4.5 percent rate of increase 
in fares can be sustained over the next 5 years, in spite 
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of the recent spate of significant fare increases in the 
larger cities. In addition, the issue of transit efficiency 
and economy is receiving increasing attention at all 
levels of government; new state programs and local ini-
tiatives, such as the recent productivity-linked labor 
agreement in New York City, are being undertaken to 
combat rising unit costs. 

These considerations support the view that costs and 
revenues will increase at somewhat lower annual rates 
than those projected on the basis of performance from 
1974 to 1976 alone. In these lower estimates, unit costs 
would increase 6.5 percent, service levels 2 percent, 
ridership 0.5 percent, and average fares 3 percent. The 
net result would be a slightly lower deficit in 1981 than 
the earlier projection had indicated. This smaller defi-
cit would require increases in operating assistance of 
14 percent annually, rather than 17 percent. 

Some governments will find 14 percent increases in 
transit financing tolerable; others will not. Some will 
even welcome much greater increases as they undertake 
significant service expansion or fare reduction. Many 
small urbanized areas, for instance, have recently 
inaugurated large service increases, probably largely 
as a result of recent new sources of federal and state 
operating assistance. On the other hand, some medium-
sized and small cities fear that using these new funds 
now will leave them holding a very large bill if state and 
federal funding is withdrawn or reduced 3 to 5 years 
hence. Even present deficit levels are intolerable in 
many of our largest and most transit-intensive cities, 
despite federal and state assistance. These cities have 
already found the cost of transit service too high, and 
they are attempting to retrench through service cutbacks 
and fare increases. 

Obviously, the way different cities handle this issue 
depends on the priority they place on transit services 
and on their taxing resources. The catch is that the 
cities that appear to have the greatest need for and de- 

pendency on transit are the older, denser cities, whose 
budgets are most stralned by other public-service needs. 
Because these cities have grown to be dependent on tran-
sit, they have the most to lose by curtalling transit ser-
vices and the most to galn by developing lower cost trans-
portation alternatives. On the other hand, innovations 
in the types of service provided and in the efficiency of 
traditional services may be more difficult to implement 
in these cities, simply because the inertia surrounding 
existing methods may be much greater than that in less 
transit-intensive cities. Future transit service and fi-
nancing initiatives can and will come, as they have to 
date, from a variety of cities—New York City (the recent 
labor agreement); Knoxville (paratransit and the broker-
age concept); and Madison, Wisconsin (transportation 
systems management and the use of part-time labor). 

CONCLUSION 

In summary, three points stand out. 

Deficits are not completely self-generated; both 
past and future deficits are a result of public-policy 
choices concerning fares, levels of service, labor nego-
tiations, and taxation. 

The momentum of current trends in rising costs, 
constant ridership, slowly rising fares, and gradually 
increasing levels of service will probably push deficits 
upward at a rate of about 15 percent/year, but this will 
vary greatly among types of cities. 

The probability that governments will take the ini-
tiative to reduce deficits through innovative types of ser-
vice and new efficiency controls—rather than through 
service cutbacks—will be largely a function of the finan-
cial pressure on those cities and of their commitment 
to provide improved public transportation service in the 
face of that pressure. 

Objectives of Public Transportation Assistance 

Porter Wheeler, Congressional Budget Office 

Basically, it is clear that transit has rather strong sup-
port in Congress. Members of Congress are very reluc-
tant to oppose transit programs and transit funding, be-
cause the urban voting block is strong and the mass 
transit block may be stronger still. The question really 
is what is being supported. The objectives of the urban 
transit programs of the Urban Mass Transportation Ad-
ministration (UMTA) are not particularly well defined. 
In the operating area, this is because the programs are 
rather new; they just began in a small way in fiscal year 
1975. At present, both the capital and operating pro-
grams require more thought, rather than more money. 

Specifically, there are two aspects of the transit pro-
grams that will be addressed here. One involves some 
budgetary questions and the other some questions that 
have been ralsed by Congress about the UMTA programs. 
Such questions must be answered if Congress is to con-
tinue to approve dramatic increases in mass transit 
funding. 

First, how does the new budget process affect mass 
transit funding? This big push for financial aid to urban 
transit came in-the 1970s. Although some funding was 
provided under the 1964 act, the largest amount came 
under the 1973 and 1974 amendments, which provided 
approximately $12 billion in the form of contract author-
ity. This funding was provided in legislation recom-
mended by the authorizing committees, in this case, the 
Senate Banking Committee and the House Public Works 
Committee. 

The Congressional Budget Act of 1974 changed the 
rules of the game. It created budget committees, a con-
gressional budget process, and the Congressional Budget 
Office (CBO). Congress will have a budget and will at-
tempt to help determine national priorities for federal 
spending in the future. The essential difference is that 
the Congressional Budget Act made it rather difficult to 
get contract authority; in fact, it basically prohibited the 
granting of contract authority without prior appropriation. 
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In the past, contract authority was spending authority 
that simply required a liquidating appropriation after 
UMTA's bills had been submitted; in future years, con-
tract authority for capital grants to mass transit will 
require prior appropriation. 

This means that both the budget committees and the 
appropriations committees are going to play a somewhat 
new and expanded role in transit legislation. They will 
tend to have a review and oversight mission with respect 
to the authorized programs and will tend to play some 
part in setting priorities for various federal programs. 
This congressional priority setting will become a much 
more serious game now that President Carter says that 
we are going to have a balanced budget—if not immedi-
ately, then at least in the near future. That should have 
an important effect on what happens to transit funding 
during the next few years. 

When it became clear that transit legislation would 
be considered this year, CBO began to ask a number of 
questions about the mass transit program and various 
funding options (1). When any federal program comes 
under close scrutiny, not everything always fits; this 
seemed particularly true of the UMTA programs. 

Essentially, the representatives of the transit indus-
try were asking for a very large increase in federal 
financial assistance; in particular, they were asking for 
a very large increase in the area of capital grants, al-
though they were also concerned about the problem of 
operating deficits. The capital grants program cur-
rently involves about $1.2 billion/year, and the industry 
association was asking for more than $3 billion/year by 
1982. The formula grants program, which is primarily 
devoted to operating assistance, will rise to $900 million/ 
year in 1980. Here, industry representatives were ask-
ing for more modest increments in federal assistance—
an increase to about $1.4 billion/year by 1982. A rule 
of thumb was proposed whereby the federal contribution 
would be about one-third of the operating deficit nation-
wide; this would not necessarily mean one-third in any 
particular city: It would depend on the way the formula 
worked out with respect to operating results. 

The CBO report found that there were a lot of ques-
tions about what the benefits of a number of the UMTA 
programs really are. Of the $12 billion that had been 
provided, nearly two-thirds—a little more than $7 bil-
lion—was budgeted for discretionary capital grants (that 
is, discretionary to UMTA in approving requests for 
money). The distribution of these funds was basically 
about 30 percent for assistance in purchasing buses 
(which could be used to fund up to 80 percent of any given 
system's purchases) and about 70 percent for rail sys-
tems (divided approximately evenly between new rail 
systems and improvements or extensions of existing sys-
tems). 

This level of emphasis on rail systems will be one 
of the important areas of research that will determine 
how the UMTA program is evaluated by CBO. Rail sys-
tems clearly are extremely expensive. This in itself 
causes problems; a federal program providing major 
money that only goes to a few localities will have serious 
political problems in securing approval. 

Rail systems are supposed to solve a number of urban 
transportation problems, but the evidence suggests that 
they are not successfully solving a number of these 
problems. For instance, they appear to have little im-
pact on automobile traffic and congestion levels, although 
this is put forward as one of the justifications for major 
capital investments. In the San Francisco area, some 
of the Bay Area Rapid Transit System impact studies 
suggest that, although some drivers were diverted to 
transit, traffic flows returned to their previous levels 
within a year. 

Rail systems are also put forward as energy con-
servers. It appears that this too is questionable because 
the construction of rail systems is very energy intensive, 
because rail systems tend to divert a large number of 
passengers away from the relatively energy- efficient 
bus, and because they encourage additional trip making; 
that is, if they are successful, additional trips will be 
made and more energy will be used. In addition, because 
rail systems use fixed guideways, there is an access 
problem. People must get to them in some way, and 
they must use energy to do so. As a result, the total 
energy used to travel by a rail system is often more than 
that used to travel by other forms of transportation. A 
study nearly completed by CBO for the Senate Public 
Works Committee suggests that only in limited instances 
can rail transportation offer any significant energy sav-
ings (2). 

The major unanswered question is whether rail sys-
tems can make a contribution to revitalizing central-city 
areas. This is always appealed to as a justification for 
major capital investment in urban transit and for major 
new money in the UMTA programs, but further research 
on appropriate justifications will be necessary to get 
broad-scale support and approval of major funding in-
creases. 

In addition to their large capital requirements, new 
rail systems tend to have rather large operating deficits. 
Thus, the more rapidly new systems are built or old 
systems are expanded, the more quickly the operating 
deficit mounts and the heavier is the burden that has to 
be faced later. This can only reinforce existing reserva-
tions about a greatly expanded capital grant problem for 
rail systems. 

A lot of cities are clearly not receiving very much 
from the present formula grant program in the way of 
operating assistance in relation to their deficits or to 
their ridership. For instance, the formula by which the 
operating assistance is distributed is basically a popula-
tion formula, which offers no reward for having an ex-
tensive public transit network. As a result, a very 
small proportion of the deficit in major cities, such as 
New York, is covered by federal operating assistance. 
One possible solution might be to broaden the scope of 
UMTA funding so that areas can choose whether to use 
the funds for continued operating assistance or for new 
capital investment possibilities. At the moment, a large 
part of UMTA funds are available only for capital assis-
tance and not for operating assistance since the section 
5 program that helps cover deficits is smaller than the 
capital grant program. 

These are some of the areas in which research could 
help clarify some of the supposed benefits of transit pro-
grams. Information on which policies are working, why 
they work, and how they work, as well as on ways to im-
prove operating efficiency and innovative ideas, is not 
coming forward at the federal level. Should the federal 
government dictate all these little improvements? Should 
it simply provide assistance and let the state and local 
authorities determine how it could best be used? The 
general thrust in recent years has been to provide funds 
and let the local authorities make most of the decisions. 

Although finding the answers to these questions is 
important, research alone is not sufficient to change 
existing programs or bring new programs into being. It 
is clear that the political process is not going to offer a 
one-to-one translation of research results into legisla-
tive proposals. 

There are a number of reasons that a particular pro-
posal may not come through the legislative process in-
tact. One is that any particular proposal must have a 
legislative vehicle. Congress does not accept every good 
idea. There has to be a need or reason for Congress to 
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act on a matter, as well as a legislative package that can 
bring together enough support and enough reason for act-
ing. There must also be some preconditions for change. 
In the current situation, there are such preconditions, 
because UMTA funding is beginning to run low. There 
will be a need for refunding the UMTA program over the 
next couple of years, although there is some debate as 
to when exactly that will be needed. The Senate has al-
ready passed a mass transit bill that would increase the 
funding for UMTA programs, and it seems likely that 
the House of Representatives will at least consider the 
matter during 1978. The Secretary of Transportation 
has also promised that the U.S. Department of Trans-
portation will have recommendations at some point, 
presumably in late 1977 or early 1978. 

Although these preconditions are very important in 
getting any major legislative policy enacted, there is 
always some element of compromise involved in any  

legislation that is passed. Even if the research results 
and conclusions are incorporated in legislative proposals, 
they will be changed, diluted, and compromised in one 
fashion or another. That is not particularly a bad thing; 
it only suggests that there is more than one interest at 
work in the process and that all interests need to be rep-
resented in major legislative change. 

REFERENCES 

Urban Mass Transportation: Options for Federal As-
sistance. Congressional Budget Office, Budget Issue 
Paper, Feb. 1977. 
Congressional Budget Office. Urban Transportation 
and Energy: The Potential Savings of Different Modes. 
U.S. Senate Committee on Environment and Public 
Works, Sept. 1977. 

The Problem of Funding Transit 

David Olson, Committee on Appropriations, U.S. House of Representatives 

In our discussion of transit financing I think we should 
be a little more precise in analyzing the sources of funds 
and the justification for the various sources. There is 
a substantial difference between fares and taxes with re-
gard to the financial problem in urban transit. It has 
been suggested that two-thirds of transit costs should be 
financed by the user and one-third by the public through 
taxes. This implies that urban transit produces a prod-
uct that has benefits, two-thirds of which accrue to 
private parties (the users) and one-third to the general 
public. It would seem to me that the appropriate ratio 
will vary according to the transit jurisdiction; in some 
areas, the users will pay more and in some areas they 
will pay less. 

The current ratio implies a high social benefit. Is 
the benefit really that high? Do we really get the social 
benefits that are claimed—environmental enhancement, 
reductions in peak-hour traffic on the highway system, 
provision for the transportation needs of the elderly and 
handicapped? If the social benefit is not really that high, 
this mix of fares and taxes ought to be reconsidered. 

The low-fare or no-fare financing arrangement for a 
transit authority implies that a great deal of social ben-
efit accrues from that system, and it is questionable 
whether that much benefit is actually realized. The Bay 
Area Rapid Transit System impact study and other em-
pirical findings seem to support that conclusion. 

We have been discussing the redistributive impacts 
of transit. On the basis of both my private observations 
as a user of a commuter railroad and my professional 
observations, I believe that a great deal of income is 
being redistributed through public financing of rail 
transit—from the poor to the rich! When I studied this 
question in college, income redistribution was supposed 
to go the other way. It would appear that only bus tran-
sit is achieving positive redistributive effects. 

Which levels of government are going to support pub-
lic transportation? If it is true that most or all of the 
social or public benefits of public transportation accrue  

to the particular city or region in which a system is lo-
cated (that is, if the external benefits are local in nature) 
and if it is true that the social benefits of transit vary 
widely depending on the particular region, then at least 
the current mix of tax financing, in which just more than 
50 percent comes from local sources, must continue. 

In regard to capital programs, we have seen a heavy 
federal involvement, financial and otherwise. I believe 
that the core problem in the financial area is simply how 
to ensure that the supply of transit service is made to 
adjust, in quantity and quality, to the expression of pri-
vate and public demand. The program must be capable 
of responding overall and of allowing the local operator 
to respond to true expressions of public and private de-
mand—for increases as well as decreases. A "true ex-
pression of demand" is demand backed by funding. The 
two essential questions are whether the program allows 
supply to respond to private demand and whether the pro-
gram allows supply to respond to public demand. I am 
concerned that the present program does not. If we 
intervene in this process with federal money at the mar-
gin and a federal policy that takes a lot of the sacrifice 
away from the local governments, then the operator, the 
transit governing bodies, and the local governments will 
not be making the kinds of decisions that are required 
to achieve an economic and political equilibrium. 

I do not believe that the national transit program has 
achieved an equilibrium; therefore I do not think the pro-
gram is at present a success. We need to answer some 
of the critical empirical questions that have emerged 
from the transit experience so far. Earlier we heard 
that there has been a real decrease in the private price 
of transit during the last 6 years. Normally this implies 
an increase in the quantity used, but that increase in 
quantity has not occurred. There was some increase in 
transit use during the energy crisis, but this is not 
enough. We may run out of oil in 1990 but, unless we re-
think some of these issues, transit is not going to make 
it until 1990 in some of our cities. Our program should 
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be designed and run on the basis that much of the social 	social values of transit in New York, Cleveland, and 
benefit of transit accrues to the local area or region and 	Cedar Rapids, Iowa. 
that there are wide differences between private and 

Louise Giersch, Metropolitan Transportation Commission, Berkeley, California 

Regional government is very difficult politically. The 
Metropolitan Transportation Commission (MTC) of the 
nine counties in the San Francisco Bay area is a form 
of regional government, and it is not liked by a lot of 
people. When decisions are made that affect local trans-
portation, it does not matter which side one is on. Ap-
proval of a major highway improvement puts the envi-
ronmentalists on one side and the highway people on the 
other side and will make at least some local politicians 
unhappy. Some of the commissioners may not be re-
appointed; all are appointed to the MTC by political 
bodies—either by the county boards of supervisors or 
by the mayor's conference of the county or by both. The 
commissioners are by and large chosen from among 
locally elected officials and, if they are not reelected 
at the local level, then they will not be appointed to rep-
resent that political body on the MTC. 

Transportation is so heavily involved in politics that 
implementing whatever policies are set up depends 
heavily on the nuances of the political scene at the local 
level. Long-range planning is very difficult because the 
source of the money changes constantly. Local funds 
from fares and taxes must be combined with state and 
federal money to make the system work. 

The Bay Area Rapid Transit System (BART) has had 
to go back to the legislature almost every year to ask 
for more money. The legislators finally suggested that 
MTC come up with a funding plan. Last year, therefore, 
MTC voted to develop short- and long-term financing 
plans for transit in the Bay area. MTC created a spec-
ial finance steering committee composed of representa-
tives of the commission from the counties involved. The 
operators were also involved, either through their 
elected boards or through their top managements. On 
this basis, MTC formulated a financial plan to keep all 
of the transit in the Bay area solvent through 1981. 

On the assumption that programs would be carried 
on at their present levels, MTC came out millions of 
dollars short. It.felt that the money had to come from 
the Bay area, so it did not include any additional funds 
from the federal government in the financing package. 
The direct taxes that Bay area residents pay only for 
transit, together with the fares they pay, cover 70 per-
cent of the total cost of all systems in the area. 

Property taxes in the three BART counties are ex-
tremely high, because they not only help pay off BART's 
capital investment but are also applied to the operations 
of the other local systems. The combination makes the 
property tax very high for those three counties. In ad-
dition, those three counties have added to the statewide 
sales tax a half-cent local sales tax that is used to pay 
off their BART obligation. 

The combination makes the contribution of people in 
the three BART counties much higher than that of people 
in the rest of the Bay area and in most of the rest of 
the country. The fare-box returns add an average of 
about another 35 percent of the transit cost. MTC's 
financing study made the assumption that the regional  

average fare-box return should be held at 35 percent. 
The study made several other assumptions. One of 

them was that, should negotiations result in a wage in-
crease of more than 5.5 percent/year, the operators 
should cover the excess out of their own fare boxes or 
through transit efficiencies; they could not count on being 
subsidized. Since MTC is not directly involved in wage 
negotiations, it cannot tell operators they have to settle 
at 5.5 percent, but it can say that, if they settle at 7 per-
cent, they will have to figure out where to get that extra 
1.5 percent: "Raise fares or whatever, but don't count 
on MTC's long-range plan to provide the additional fund-
ing." MTC also counted on a 5 percent increase in ef-
ficiency each year. Each year the amount the operators 
say they need is reduced by 5 percent, and if they really 
seek ways to improve efficiencies and utilization—not 
cutting service—there are ways they could achieve that 
reduction. 

MTC's financial plan ended up with quite a deficit—
$18 to $19 million/year. The question then was how to 
fund this deficit. Several obvious ways of doing it in-
volved-the state legislature, but the state legislature 
didn't want to get involved; even if it did, the governor 
has stated repeatedly that he will not sign any bill calling 
for a tax increase. MTC therefore had to find a source 
of funding in the Bay area, which was already heavily 
burdened by property taxes. One recommendation was 
that the half-cent sales tax, which was supposed to be a 
temporary measure to pay BART's capital costs, be con-
tinued indefinitely for use by BART in offsetting its op-
erating deficit. 

Since this was still short, the only source that MTC 
could tap was bridge tolls. In the Bay area, at least on 
the bridges controlled by the California Toll Bridge Ad-
ministration, tolls had been used only to pay off bridge 
bonds or to maintain the bridges. However, the Golden 
Gate Bridge, Highway, and Transportation District con-
stitutes a separate transit district. Some years ago, it 
farsightedly got into operating buses rather than building 
another layer on the bridge to relieve the flow of traffic 
between San Francisco and Main County. The district 
is now involved in the ferry business and other kinds of 
innovative approaches, such as van pools that go to 
specific places in San Francisco. 

MTC decided to increase bridge tolls on the Bay 
Bridge, the Dunbarton Bridge, and the San Mateo Bridge 
and to use these funds to balance the Bay area transit 
budget through 1981. When MTC tried to implement this 
plan, by using a law passed by the legislature in 1975, 
there were strong objections. The law had given MTC 
the ability to increase bridge tolls for transit purposes 
in the area. The California Toll Bridge Administration 
could veto the MTC's toll increase if in fact these rev-
enues were not needed, but the Toll Bridge Administra-
tion had to prove the increase was not needed. 

Public hearings were held throughout the region, and 
finally the commissioners voted 15 to 1 to increase the 
bridge tolls for transit. This was politically difficult for 
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the commissioners, but they did it, and the toll in-
creases are being used. A couple of state legislators 
have proposed bills that would take authority over the 
toll bridges away from MTC on the grounds that it is 
misusing the money. Some people also filed suit against 
MTC and recently lost the case. Now they say they will 
take it to the Supreme. Court on the grounds that it is a 
case of taxation without representation, since MTC is 
not a directly elected body; however, the collection of 

toilsis not considered taxation. 
Politicians can bite the bullet, and MTC is following 

through. The national figures on transit funding gener-
ally reflect what happened in the Bay area. But the bur-
den of some of these deficits can be eased by taking a 
long-range viewpoint, if the political ability to compre-
hend a large problem can be combined with assumptions 
that are logical and practical; that is what MTC did. 

Ira Doom, Governor's Council on Transportation, Richmond, Virginia 

The ultimate problem in public transportation is that 
transit is going broke and people are not being served. 
People can argue about whether the deficit is going to 
double or triple, but the problem remains. It has been 
noted that since 1970 bus driver costs have increased 
13 percent, and productivity has decreased by 10 per-
cent. For 6 years managers and planners have been 
trying to improve productivity, but transit deficits na-
tionwide have increased more than 800 percent. Al-
though there have been notable exceptions, such as in 
Knoxville, this is a central or principal problem. It is 
easy to say that the politicians have conflicts of interest, 
but so do consultants. Hardware systems are very 
profitable for consultants, because their fees constitute 
a very small percentage of the cost of the hardware sys-
tem; that makes a difference in what some consultants 
recommend. 

A second problem is that several things have gotten 
out of hand—finance, energy conservation, congestion, 
and the problems of environment, by which I mean not 
just pollution but the real situation of the commuter—
waiting 1 h for a bus or spending 2 h on a Metro trip or 
45 min in a car—that affects his quality of life. If we 
work at it, we can shape up our finances, conserve 
energy, reduce the congestion, and help the environ-
ment. These issues are not, as some maintain, in con-
flict. The challenge is to pull them all together; the 
brokerage concept is a step in that direction. 

Another challenge is how to measure performance in 
urban transportation. We talk about the number of 
people who ride public transit, but the percentage of 
people riding any way but singly in automobiles in peak 
hours is more important; it does not make any difference 
whether they are riding on buses or trains or in car 
pools. The basic percentage probably is about 20 per-
cent, and the public systems account for perhaps 8 to 
10 percent. That does not mean that public systems are 
not necessary, but they are not doing very well, con-
sidering all the money and resources being spent on 
then The problem is that the deficits are escalating, 
the taxpayers cannot afford it, and the congestion is 
still there. 

The neglect of private enterprise is also a problem. 
A transportation commission may casually spend 
$500 000 on buses, but it does not take the time to con-
sider the case of a taxicab operator who wants to get 
permission to perform some special service, and he goes 
broke. Unfortunately, the government is running a gov-
ernment enterprise that is very charitable to itself. 

We talk about plans and programs and processes, but 
the way things work depends on the quality of people in 
government. The selection of responsible individuals 
is very important. If you have good people running com-
missions, they will run them well; bad people will run 
them poorly. The same is true in research and planning 
efforts. It is time to get back to a system of individual 
accountability; this can be done in a bureaucracy, but it 
is not being done. 

Governments on all levels are also plagued by politics. 
The federal government has been blamed for overcapital-
izing rail and bus transit, but local governments have 
rarely turned down funding. It has been said that Con-
gress has been very sympathetic to mass movements of 
people, but it has lacked proper solutions to the prob-
lems; if someone would propose some solutions, the 
federal agencies would be very receptive. More testi-
mony from the state level would be especially useful. 

Another problem is to combine what is right with 
political reality. Virginia's Governor's Council studied 
in some detail the possibility of state operating subsidies 
for transit, but this will not be implemented for two 
reasons. The first is that the state has not provided—
but should and will provide—proper leadership and man-
agement systems to the localities to help ease their 
deficits and move more people. The second reason is 
that in some local areas this would create a bottomless 
pit. If a ceiling were put on these funds and the localities 
were permitted to use them any way they want, they 
could maintain flexibility between operating and capital 
uses; they might reduce their capital requirements and 
use the funds more for operating expenses or for van 
or car pools. 
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The problem is that mass transit ought to be efficient 
and effective, but it is not; it is about time we do some-
thing about that. The only reason public transportation 
works at all is that there are so many compensators built 
into the system, but any system that has that many corn-
pensators must be based on a faulty design. What the 
basic design should be is a tough thing to define because 
of the ramifications involved—politics and the idea of 
throwing money at the problem. As in the field of educa-
tion, we throw money at the transportation problem, but 
the quality of the product is decreasing. Money does not 
solve the problem. 

A society very often does not tell the truth when it 
comes to making comparisons. If you had to make an 
honest comparison between what it costs you to drive 
your automobile back and forth to work and what an ef-
ficient mass transportation system would cost, you would 
be absolutely amazed. If you add the parking cost and 
take into consideration some of the increased costs of 
such items as gasoline and automobile maintenance, the 
total would dwarf the costs of using public transporta-
tion. 

So whom are we kidding? It is a matter of our 
choices, of our habits, and of doing what we want to do 
when we want to do it. Mass transit is not going to work 
until politicians are willing to bite the bullet on some 
pretty tough issues; that is, until they are willing to take 
away some of the options. In a study of the cost of park-
ing in New York City, it was concluded that the daily 
cost of parking did not make any difference because the 
cost would be passed through to someone other than the 
person using the parking space. The only effective way 
to reduce congestion and reduce the flow of traffic into 
the city is to close the parking lots. 

The U.S. Department of Transportation supports mass 
transit and encourages people to use it for reasons of 
efficiency, lower consumption of energy, and so forth, 
but at the same time it subsidizes 23 percent of all the 
parking spaces in the center of Washington, D.C. This 
amounts to subsidizing the people who are causing the 
congestion and who could provide the volume to decrease 
the deficit on the Metro system. 

In some ways we are approaching the issue backward. 
We have a fixed number of dollars to deal with in any 
region or any city, but the federal government appears 
to be able to simply write another check—whether the 
budget calls for it or not—to expand the supply of dollars 
to meet any need that happens to suit the fancy of indi-
viduals or committees at any. level of government. For-
tunately, at local levels we are more constrained. We 
cannot spend beyond our means. I think it is about time 
the same thing occurred at the federal level. We must 
decide what proportions of our resources should go to 
the different things that we need as a society: transit 
and transportation, sewers and water, publié safety,  

recreation, education. The things that the individual 
citizen cannot do for himself are the things government 
should be attending to; instead, government has become 
very enamored with building an organization, and it has 
forgotten what the purpose of the organization is. 

The Washington area, for example, should be spending 
a set amount on transportation. Once that amount has 
been determined, including provisions for the normal 
escalations that are now built into formulas, that is the 
amount that we should expect to spend for transportation 
in our region. If holding to that budget requires closing 
some of the streets and highways to private automobiles 
during peak hours so that buses can run at maximum 
efficiency to move the people who need to be moved and 
so that people are directed into the heavy-rail system, 
sobeit. 

But we have not been willing to make such decisions 
so far. We continue to prefer freedom of choice and to 
try to provide everything that everyone wants, regardless 
of the price. There is a bottom to this barrel, and it 
is time to begin defining the problem in terms of some-
thing that is real rather than imagined and to get to the 
economics of this thing, to address the causes rather 
than the effects. If we do not, the economics will catch 
up with us very rapidly. Not only is our oil going to run 
out by 1990, but the dollars to pay for the oil may run 
out before the oil runs out. 

We need to deal with the various competing modes of 
transportation and with the overabundance of regulations 
that prevent us from being able to provide cost-effective 
transportation for our citizens. We must stop thinking 
of mass transit as a cure-all; it is one facet of the over-
all ability to move people. 

In San Francisco, surveys were performed when the 
bond issue for the Bay Area Rapid Transit System was 
passed and several years later, after construction had 
started. It was found that people had approved the bond 
issue in order that other people would ride the system, 
leaving them to operate their own automobiles in peace 
and quiet. People are making these trade-offs, but we 
do not quite believe it. 

According to various studies, mass transit has very 
little impact on automobile travel and congestion. We 
also know that it has very little effect on reducing energy 
consumption or air pollution. It is not a matter of pitting 
one mode of transportation against another, nor is it the 
case that one mode is going to solve our problems and 
the rest of them ought to be discarded. It is a matter of 
determining how to pull all of them together and make 
them all work efficiently for us. We need an integrated 
transportation system that includes walking, riding a 
bicycle, using buses, using heavy rail, and using what-
ever means of transportation we might come up with in 
the near future. 



209 

Workshop Discussion: Definition of the Problem 

The formal presentations and panel discussions stimu-
lated considerable response among workshop partici-
pants. Several issues were prominent in this discussion 
Do the benefits the public receives from transit services 
justify the deficits and the subsidy required to cover 
them? How should such variables as cost-effectiveness, 
social benefits, and productivity be measured? What is 
the real comparative cost of automobiles versus public 
transportation? There were also comments on the value 
of taking a systems approach to public transportation 
and on the income redistribution effects of federal 
grants. 

ARE SUBSIDIES JUSTIFIED? 

There is nothing wrong with paying for public services 
through subsidies. However, transit is in a difficult 
position. It is not quite a public service like the police 
department or schools because it does charge for its 
services; on the other hand it is not quite a public util-
ity like the telephone company, which is granted a mo-
nopoly and guaranteed user charges. The decision on 
whether to subsidize transit, and to what extent, is a 
matter for local public-policy judgment. 

The problem arises in trying to determine what 
proportion of the bills should be paid by transit users 
through fares and what proportion by the public through 
taxes. The community at large does receive many 
benefits from having a transit system, but identifying 
the benefits and measuring them is difficult if not im-
possible. How much does it help the disadvantaged? To 
what extent does it smooth out peak-hour traffic? How 
much energy is conserved? How much air pollution has 
been reduced? How much urban revitalization has tran-
sit caused? Unless it can be better substantiated that 
transit is cost-effective and that it produces social bene-
fits, the present level of public funding cannot be sustained. 
One possible way of measuring potential benefits is to 
examine the impacts and social benefits of transit in 
Europe, where mass transit is effective and widely used. 

Whatever measure is used to determine benefits, it 
should take into account that the social payback for tran-
sit is not only highly diffused but also extends over a 
period of 100 to 200 years. The benefits realized during 
this long period will depend on such factors as oil or 
foreign exchange shortages, increasing congestion, and 
the rising cost of further suburbanization. 

PRODUCTIVITY IN TRANSIT 

Management productivity has declined since transit went 
public, and there is a large need for competent manage-
ment and cleaner organizational structures. California 
has taken a step in this direction by requiring a manage-
ment productivity analysis before state funding is 
received. However, it is difficult to define an appropri-
ate productivity measure; the number of vehicle kilo-
meters per employee or number of riders, for instance, 
could each be improved by extending the system to cover 

a distance that is very uneconomic in operation. 

COMPARATIVE COST OF TRANSIT 

Because capital costs and operating deficits for transit 
systems are very large, it has been argued that transit 
is more costly than alternative transportation 
mode s—particularly the private automobile. However, 
there is generally a failure to account for all public costs 
of automobile use. Building highways, for instance, may 
be just as expensive as building heavy-rail systems and 
much more expensive than other transit systems. The 
energy costs of building interstate, highways, streets, 
parking garages, and the automobiles themselves prob-
ably far outweigh those of building transit systems. 
Many of these costs are paid by the public through sub-
sidies. These subsidies should be fully accounted for 
and measured against the subsidy for public transporta-
tion. 

On the other hand, it should be recognized that not 
all of the subsidies for public transportation are contained 
in federal, state, and local aid to transit systems. Some 
are hidden in other programs, such as the direct provi-
sion of transportation services and vehicles by social 
service agencies and even the provision of school buses. 
So there is a failure on both sides to measure accurately 
what the public pays for various forms of transportation. 

INCOME REDISTRIBUTION EFFECTS 

Government assistance to transit systems acts to re-
distribute income among people at various income 
levels and, under present funding mechanisms, this 
redistribution is probably perverse in the case of most 
peak-period transportation facilities and services, in-
cluding heavy-rail systems. The grants also redistrib-
ute income among the different levels of government 
and among and within states and metropolitan areas. 
The relative share of the transit-deficit burden that is 
borne by federal, state, and local governments varies 
widely among the states and their communities. This 
largely reflects differences in the willingness or the 
ability of localities to support transit. 

Although the federal government plays a large role 
in supporting local transit systems, it has generally 
avoided determining the character of local public 
transportation programs. It requires only a showing 
of local support—hence, the matching requirements 
of federal programs—and of cost-effectiveness; cities 
are left to judge what mode or mix may be cost-
effective for them. 

Much of the public support of transit may be in 
vain unless this mode is viewed as one element in the 
complex. For example, it makes little sense to build 
a rail system while also building parking lots, inter-
state freeways, and new bridges or to subsidize tran-
sit operations while maintaining low-cost meter park-
ing and free access to city streets. 
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Obviously, if there are deficits in transit operations, 
i.e., if costs outstrip revenues, either costs must be 
reduced or revenues increased or both. The focus here 
is on the first alternative —cost reduction. The efforts 
being made in a large metropolitan area (New York City) 
and in medium-sized cities show that cost reduction is 
possible in almost any system, although the methods 

used may be highly individual. A whole new approach is 
under way in Knoxville; it uses complementary systems, 
mixing a variety of modes and public and private vehicles, 
to provide public transportation. This technique is pro-
viding more effective service at a considerably lower 
cost than would a standard transit system. 

Case Study of New York City Transit System: 
Part 1 
E. Stanley Legg, New York State Department of Transportation, Albany 

New York is finding that the well is dry. The state leg-
islature will not increase revenues by raising taxes, and 
putting the brakes on spending has many supporters. 
This situation provides a very strong incentive for 
studying transit operations and their costs in the metro-
politan area. 

The Metropolitan Transportation Authority (MTA) 
was created in 1968 "to develop and implement a unified 
mass transportation policy" for the Metropolitan Com-
muter Transportation District, which includes New York 
City and the suburban counties of Dutchess, Nassau, 
Suffolk, Orange, Putnam, Rockland, and Westchester. 
The legislation superimposes a board of directors and 
a chairman on (now) 11 constituent agencies: the New 
York City Transit Authority (NYCTA), which operates 
rapid transit and buses; Staten Island Rapid Transit 
Operating Authority (SIRTOA), which operates a 22.9-
km (14.3-mile) transit line on Staten Island; Manhattan 
and Bronx Surface Transit Operating Authority 
(MaBSTOA), which operates buses in New York City; 
Metropolitan Suburban Bus Authority (MSBA), which 
operates buses in Nassau County; the four commuter 
railroads—New York, New Haven and Hartford Railroad 
Company; New York Central System; and Erie Lack-
awanna Railway Company between Jervis and Hoboken, 
all of which are part of the Consolidated Rail Corpora-
tion (Conrail), and the Long Island Railroad Company 
(LIRR); two airports (Republic and Stewart); and the 
Triborough Bridge and Tunnel Authority (TBTA), which 
operates the bridges and tunnels that connect Manhattan 
with other boroughs and other facilities. 

Transportation services within the MTA area are 
also provided by about 4 million private automobiles; 
in New York City, by 12 000 taxis and as many as 40 000 
gypsy cabs; and by at least 120 private bus companies 
operating into the New York City region, about 50 of 
them wholly within the MTA district. There are also 
other public agencies, such as the New Jersey-New 
York Port Authority, which administers several Hudson 

River bridges, three airports, and the Port Authority 
(PATH) rapid transit line; the Staten Island Ferry; truck 
terminals; and numerous other public and private trans-
portation facilities. As Table 1 indicates, NYCTA is 
the major public transportation service in the area; it 
carried about 1.4 billion passengers in 1975. NYCTA's 
rapid transit service (the subway system) served 36.5 
percent of the region's total of 29 billion public trans-
portation passengers. MTA as a whole carried about 
80 percent of all passengers. Private buses (many of 
which are express buses from the suburbs to the city) 
provided about 10 percent of all rides. 

Table 2 shows how the region's commuters travel to 
work. Almost half of all these commuters work in New 
York City. Although most employees in the region 
travel by automobile, only slightly more than one-fourth 
of those who work in New York City commute by auto-
mobile, regardless of where they live. Transit services 
are used by 61 percent of the city's workers. Over-
whelmingly, people who live and work in the same county 
outside New York City use the automobile to get to work, 
A slightly smaller proportion of those who work outside 
their home counties—other than those who live in New 
York City—use automobiles to get to work. 

The New York City transit system has gone a long 
way toward decreasing the use of automobiles as the 
means of getting to work in New York City. Although 
the MTA is clearly not the only mass transit service 
New York City commuters use, it provides most of the 
service. Public transportation has become the way to 
travel within New York City during rush hours, as it is 
in all of the major cities of the world. This is under-
standable: A concentration of workplaces precludes the 
widespread use of automobiles for commuting, and con-
struction of sufficient highway lanes to accommodate 
automobile use would destroy the close proximity of city 
functions. It may be concluded that MTA's large deficit 
is related to the usefulness of that system for commuting 
to the central city during rush hours. 
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The consolidated MTA deficit is increasing in abso-
lute size and in relation to the financial operation of the 
MTA, whether financial operations are measured in re-
ceipts or in expenses. Table 3 shows the actual and 
projected deficit figi.ires for MTA. The increase in the 
deficit is extremely sharp during the period covered, as 
is the ratio of the deficit to the operating expenses. The 
subway has been, and will continue to be, responsible 
for the major part of the MTA deficit. Some small part 
of the increase in the deficit since 1969 reflects the addi-
tion of affiliates to MTA. 

The slower rate of growth projected for the future 

Table 1. Ridership of public transportation services in the New 

York City area in 1975. 

Transit System 

Passengers Carried 

Number (0005) 	Percent 

Metropolitan Transportation Authority 
Transit Authority System 

NYCTA 
Rapid transit 1 053 931 36.5 
Bus 377 772 13.1 

Subtotal 1 431 703 49.6 

MaBSTOA 332 682 11.5 

Subtotal 1 764 385 61.1 

TBTA 386 796 13.3 
LIRR 67 173 2.3 
Conrail 39 676 1.4 
MSBA 17 861 0.6 
SIRTOA 4371 0.2 

Total 2 280 262 78.9 

New Jersey -New York Port Authority 
Bridges and tunnels 80 341 2.8 
Terminals 71 000 2.5 
PATH 38341 1.3 

Total 189 682 6.6 

Other buses 
New Jersey 135 508 4.7 
New York City 99 985 3.5 
Other New York area 27 956 1.0 
Connecticut 15 970 0.6 

Total 279 219 9.7 

Other trains 140 846 4.9 

All systems 2 890 999c 100.0 

Sources: 	Annual Reports of MTA and New Jersey.New York Port Authority. Public 
Transportation Operations. Tri.Ssate Regional Planning Commission, New 
York, Reps. 3305/a-159. 1977. 

O  Revenue passengers or vehicles, eastbound traffic. 
5 Eocludes air terminal services. 

Represents almost 8 million daily person trips. 

MTA deficit is not expected to result from better balance 
between the revenues and expenditures of MTA's con-
stituent agencies but from projections of slower growth 
in the total operations of MTA whether operations are 
measured by receipts (fares paid by riders) or by ex-
penses (those necessary to provide current service to 
riders). Table 3 also includes interest income and other 
ancillary income. 

A comparison of Tables 1 and 3 indicates that MTA's 
2.3 million passengers are paying about 43.9 cents/ride, 
but the service is costing about 70.0 cents-a gap of 26 
cents/ride. Given the present cost forecasts and fare 
structures (unless an expansion of jobs in New York City 
increases ridership significantly), the net cost per rider 
may be expected to rise sharply by 1982. 

Table 4 shows (for the same years as Table 3) the 
deficits and surpluses for the constituent agencies of the 
MTA. TBTA is the only affiliate that earns a surplus. 
The large growth in TBTA's surplus in the earlier period 
reflected increases in tolls, but no toll increases are 
assumed in the forecast data. Increases in TBTA tolls 
have the triple effect of decreasing automobile and truck 
use somewhat, increasing ridership on public transpor-
tation, and helping to offset the overall MTA deficit. The 
major source of the MTA deficit is the operation of the 
Transit Authority System, which includes MaBSTOA 
buses and NYCTA subways and buses. The deficit for 
this service in 1975 was 90.4 percent of MTA's consoli-
dated deficit; in 1982, it is expected to be 89.2 percent 
of MTA's deficit. MTA's receipts are expected to cover 
a smaller proportion of expenses in the forecast period 
than they have in the past; the ratio of receipts to ex-
penses was 62.7 percent in 1975, and it is expected to be 
57.3 percent in 1982. 

From 1969 through 1975, the operating costs in all of 
the major expenditure categories increased substantially 
for MTA and for all its affiliates. The most dramatic 
increases, however, were in labor costs and in the cost 
of power and fuel used for transportation operations. 

Although manpower.has been cut in several areas, 
employee wages and fringe benefits have risen to the ex-
tent that savings gained through reductions in the work 
force have become insignificant by this time. Further-
more, staff reductions have not kept pace with declines 
in ridership, with the result that, not only is the employee 
cost per revenue passenger higher today than it was in 
1969, the number of employees per revenue passenger 
is also higher than it was then. On the face of it, the 

Table 2. Mode of travel to work by destination in the New York City area in 1970. 

Mode 

New York City 

Number 	Percent 

Intracounty Outside 
New York City 

Number 	Percent 

Intercounty With 
Origin Outside 
New York City 

Number 	Percent 

All Destinations' 

Number 	Percent 

Automobile 
Drivers 800 228 22.6 1 777 816 69.5 903 492 63.6 3 346 779 46.2 
Passengers 145 064 4.2 133 149 5.2 101 435 7.1 556 838 7,7 

Total 945 292 26.8 1 910 965 74.7 1 004 927 70.7 3 903 617 53.9 

Transit 
Subway 1 396 051 39.5 2 123 0.1 47 724 3.4 1 415 307 19.5 
Bus 526 249 14.9 216 440 8.4 124 117 8.7 796 144 11.0 
Railroad 228 766 6.5 8 767 0.3 222 563 15.7 259 040 3.6 

Total 2 151 666 60.9 227 330 8.9 394 404 27.8 2 470 491 34.1 

Walking 306 517 8.7 278 557 10.9 6 872 0.5 592 051 8.2 

Taxi 36 906 1.0 15 784 0.6 1 508 0.1 53 674 0.7 

Other' 93496 2.6 123 996 4.8 12944 0,9 228 081 3.1 

Total 3 533 277 100.0 2 556 632 100.0 1 420 655 100;0 7 247 914 100.0 

Source: 1970 County Travel. Tri.State Regional Planning Commission, New York, Reps. 4549.1302. 1975. 

'This column is not a total of the preceding columns because there is some overlap between the first and third categories; that is, a person whose 
residence is not in New York City could have a destination in New York City and thus would be counted in bosh columns one and three. 

°Consists of those who work as home and those who travel to work by bicycle, motorcycle, boat, plane, and ferry. 



New York City 
Rail 24 505 

Transit Authority System' 24 512 
SIRTOA 63 131 

Bus 20 30 
Transit Authority System' 21 26 
MaBSTOA 19 35 

Avg 22 69 

Suburban 
Rail 110 295 

LIRR 102 313 
Conrail 124 270 

Bus (MSBA) 42 19 

Avg 101 93 

	

7 100 	396 

	

6 963 	373 

	

137 	 23 

	

77 755 	1551 

	

47 068 	994n 

	

30 687 	557' 

84 855 	1947 

	

1 245 	1014 

	

715 	525 

	

530 	505 

	

3 360 	653 

	

4 605 	1667 
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current ratio of employees to revenue passengers may 
seem to be unjustified, but there is a good reason for it 
in some of the operations: Although ridership has de-
clined since 1969, the amount of service provided has 
not changed much; nearly as many employees are needed 
now, therefore, as were needed in previous years. 

Table 5 shows the ratios of the work force to passen-
ger and the amount of service provided by the New York 
City and suburban rail and bus systems. The table 
shows clearly that there are wide variations between 
MTA affiliates both in staffing requirements and in the 

Table 3. Receipts, expenses, and deficits of MTA, 1969 to 
1982. 

Deficit as a 
Receipts 	Expenses 	Deficit 	Percentage 

Year 	($000 000s) 	($000  000s) 	($000  000s) 	of Expenses 

Actual 

1969 621.6 720.7 99.0 13.7 
1970 737.9 838.1 100.2 12.0 
1971 828.8 982.0 153.2 15.6 
1972 927.0 1068.4 141.4 13.2 
1973 969.2 1216.3 247.0 20.3 
1974 987.6 1403.9 416.2 29.6 
1975 1001.7 15967 595.0 37.3 

Projected 

1976 1035.0 1670.6 635.6 38.0 
1977 1135.3 1650.0 514.7 31.2 
1978 1138.1 1664.7 526.6 31.6 
1979 1135.6 1735.0 599.4 34.5 
1980 1134.3 1811.2 676.9 37.4 
1981 1132.3 1890.0 757.7 40.1 
1982 1130.9 1973.3 842.4 42.7 

Sources: MTA annual reports. 0. Yunich. Report to the Division of the 8udget, 
Seate of New York. Albany, N.Y., fan. 14, 1977. 

revenue yield per vehicle trip. In no way, however, 
should these figures be interpreted as representing the 
productivity of labor or transit operations. Before any 
conclusions can be drawn about the distribution of em-
ployees and the frequency and mix of transit services, 
a large number of variables (such as population density, 
route duplication, quality of service operations, and 
maintenance of vehicles and rail lines) that affect service 
levels must be investigated. 

Table 6 contains employment data for the affiliates. 
Comparing the increase of $758.6 million in MTA's ex-
penses from 1970 to 1975 (Table 3) with an increase in 
the work force of 2782, it is obvious that expanded em-
ployment contributed little to the increased cost of op-
erations. 

Table 7 shows the sources of deficit financing for the 
affiliates of the MTA. The deficit financing for the Tran-
sit Authority System comes from seven sources, MSBA 
has three, and SIRTOA has two. This leads to the gen-
eralization that the greater the absolute size of the defi-
cit, the greater the number of deficit financing sources 
used. Thisphenomenon is reminiscent of that associated 
with taxation: The diversity of taxes appears to be 
greater as the size of government increases. 

Table 8 shows the categories of the sources of deficit 
financing. It is operationally significant that 26.0 per-
cent of the deficit financing comes from the federal gov-
ernment and 29.9 percent comes from the state. The 
transit rider is, to some degree, receiving back in tran-
sit services the tax payments made to these governments. 
MTA revenues from fares and tolls were $1001.7 million 
in 1975, and when that amount is added to the local 
sources for financing the deficit ($303.4 million), it ap-
pears that the local economy is paying about 82 percent 
of the costs of transit operations. 

Table 4. Deficits and surpluses of the MTA affiliates, 1969 to 1982 ($000 000s). 

MTA Affiliate 	1969 1970 	1971 	1972 1973 	1974 1975 1976 1977 1978 1979 1980 1981 1982 

LIRR 	 20.1 28.1 	41.8 	46.0 62.9 	95.1 114.6 121.6 111.8 110.4 119.9 129.9 140.6 152.0 
Conrail 	 - 3.0 	3.7 	13.0 26.3 	38.2 41.3 39.0 39.1 45.3 48.6 52.8 57.1 62.1 
Airports 	 - 0.9 	1.7 	2.5 2.2 	3.1 3.3 2.1 1.5 1.2 1.0 0.8 0.6 0.3 
Headquarters 	2.0 2.3 	3.8 	4.1 6.1 	7.2 7.6 6.5 6.8 6.8 7.5 7.8 8.6 9.0 
Transit Authority 

System 	131.1 127.9 	160.4 	183.3 258.2 	367.6 538.1 579.9 488.0 500.6 559.4 620.8 684.6 751.3 
MSBA 	 - - 	- 	- 2.7 	6.2 7.1 7.6 8.2 8.9 9.6 10.4 11.4 12.2 
SIRTOA 	 - - 	0.5 	3.3 3.4 	4.0 4.2 3.3 5.0 5.0 5.2 5.7 5.9 6.3 
TBTA 	 (54.1) (62.0) 	(58.8) 	(111.0) (114.8) 	(105.2) (121.2) (124.4) (145.7) (151.6) (151.8) (151.3) (151.1) (150.8) 
Total 	 99.0 100.2 	153.2 	141.4 247.0 	416.2 595.0 635.6 514.7 526.6 599.4 676.9 757,7 842.4 

Note: 	Numbers in parentheses represent surpluses. 

Source: 	MTA annual reports. 

Table 5. Relationship between work force and service provided by MTA affiliates in 1975. 

Employees per Weekday Rev- 
Million Revenue enue Passengers Train or 
Passengers per Train or Bus Bus Trips 

Mode and Affiliate Carried Trip per Weekday 	Route Kilometers 

Note: 1 km = 0.6 mile. 

Source: MTA annual report for 1975 and unpublished data. 

'Does not include admininrative personnel, transit police, or employees of the construction division 
	

Excluding duplication of routes. 
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Only 14 percent of deficit financing comes under the 
firm control of MTA or its affiliates; 86 percent is ex-
ternal to MTA. External influence over MTA's present 
financial operations is therefore substantial. Almost 
one-third of the deficit financing is from temporary (1-
year) sources. If the transit-police reimbursement is 
deducted, then the single-year funds are reduced to 
$122.1 million, or about 18 percent of the total. At least 
part of the federal operating assistance is in section 3h 

Table 6. Employment data for the MTA affiliates, 1970 to 
1975. 

Affiliate 1970 1971 1972 1973 1974 1975 

LIRR 7233 7326 7076 7 173 7267 6 876 
Conrail - - 4 180 4 852 4 931 4 924 
AirportS 85 128 139 143 144 111 
Headquarters 83 124 235 210 243 249 
NYCTA 43 088 42 677 40 851 41119 42 435 40054 
MaBSTOA 6 261 6 480 6 446 6 497 6 523 6 165 
MSBA - - 596 739 788 744 
SIRTOA - 261 280 292 292 275 
TBTA 1 028 1 041 1 097 1 123 1175 1162 

Total 57778 58037 60900 62 148 63798 60560 

Source: MTA annual reports. 
lncludes transit police and construction division employees 

Table 7. Cash sources of funding the MTA deficit in 1975 ($000 000s). 

LIRR, 
Conrail, 	NYCTA 
Airports, and and 

Source 	 Headquarters MaBSTOA MSBA StRTOA TBTA 

TBTA transfers 26.8 45.5 -86.0 
Station maintenance 9.8 
Mortgage tax 7.6 
Operating assistance 

Federal 23.5 151.4 0.5 
State 15.0 90.0 1.2 0.3 
Local 22.9 70.0 

New York State first 
instance 44.2 45.0 

New York State ap- 
propriation 10.5 

Federal grants 3.5 
New York City 

transit police 88.7 
New York City ap- 

propriation 15.0 3.9 
Nassau County ap- 

propriation 5.8 
Investment income 7.4 -35.6 

Total 171.2 505.6 7.5 4.2 -121.6 

Deficit or surplus 175.6 538.1 7.1 4.2 (121.6) 

Cash adjustment -4.4 -32.5 +0.4 

Source: MTA annual report for 1975 

funds from UMTA, however, and this is a single-year 
source not indicated separately in the table. It is suffi-
cient to note that the single-year sources (after deducting 
the transit-police reimbursement) amount to 7.5 percent. 
of the total expenditures of MTA. 

At the present time, deficit financing appears to be 
used only to cover current operating expenses. The fi-
nancing sources do not directly encourage service im-
provements. When service improvements do occur, it 
is probably as much the result of political and other ex-
ternal pressures as of the explicit language of the legis-
lation governing the transfer of these funds to MTA. The 
power of the MTA rider to dictate service quality is 
diminished as reliance on non-fare-box revenue sources 
increases, and the increasing significance of non-fare-
box revenues is apparent. 

To finance the MTA from a mix of fare-box and polit-
ical or governmental sources probably requires rules 
other than the usual ones governing such government 
enterprises as water companies and bridges. These 
special district governments usually have their budgets. 
approved by some general government body but, as long 
as service is adequate, expenses are covered by charges, 
and their bond redemption schedules are met, these 
enterprises are left pretty much on their owm The MTA 
situation is significantly different, if for no reason than 
that expenses are not being met from the fare box. 

Technical data on performance, while useful, would 
not be a substitute for fare-box controls: the fare box, 
not such data, is the ultimate judge of service. But bet-
ter service requires planning. The development of a 
service plan and service standards is a major part of an 
upcoming study of the MTA. The purposes of the study 
are to (a) develop methods and systems for establishing 
and maintaining standards of service for the MTA affil-
iates and subsidiaries and (b) develop methods for ensur-
ing improved coordination of service among all modes 
and operating units within the MTA and with private car-
riers. 

Public hearings are planned to aid in reaching con-
sensus on these plans and standards and in maintaining 
indirect control over the local funds used to cover the 
deficit. The choice now is between reducing services 
and increasing expenditures for service (thereby in-
creasing deficits). Imposing service standards, a ser-
vice plan, and a unified (local government) financing 
source could change the choice to one between fare in-
creases and tax increases to be paid by essentially the 
same population. 

One of the major objectives of this study is to move, 

Table 8. Sources of funding the MTA deficit in 1975 by category. 

Source 

Government 

Federal 	State Local 

Type of Control 

Internal 	Extertial 

Statutory Authority 

Multi-year 	Single Year 

TBTA transfers X X X 
Station maintenance X X X 
Mortgage tax X X X 
Operating assistance 

Federal X X X 
State X X X. 

Local X X X 
New York State first instance X X x 
New York State appropriation X X X 
Federal grants X X X 
New York City transit police X X x 
New York City appropriation X X X 
Nassau County appropriation X X X 
Investment income X X X 

Total ($000 000s) 178.9 206.2 303.4 97.1 591.4 477.7 210.8 

Percentage 	, 26.0 29.9 44.1 14.1 85.9 69.4 30.6 

Source: MTA annual report for 1975. 
By law a permanent continuing program, although funds must be appropriated annually 
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through the use of a transportation improvement plan, 
from a position of continual apology for MTA's deficits 
to one in which a service plan is discussed at public 
hearings of riders and others affected by the operations 
of the MTA so that they have greater control over MTA 

services. At the same time, MTA must review its in-
ternal management and operations to ensure the best use 
of its resources and to develop a structure that is re-
sponsive to the citizens of the region. 

Case Study of New York City Transit System: 
Part 2 
Jack T. Doolittle, Jr., Simpson and Curtin, Philadelphia 

The Metropolitan Transportation Authority (MTA) is a 
complex and enormous system. Each constituent agency 
has its own legal background, each has its own internal 
auditors, each has a budgetary process, each produces 
its own final annual report, and each is largely autono-
mous in almost every aspect of day-to-day operation. 
Some aspects of their operations, some of the data-
processing controls, and some of the purchasing and 
other overhead activities have been centralized but, by 
and large, the service, marketing, management, bud-
getary and fiscal restraints, and many other functions 
are separate and unique to each constituent organization. 

The total current MTA transit deficit is something 
more than 35 percent of the national transit deficit: 
About one-third of all the deficit funding that is provided 
in the United States goes to support the public transit 
system of New York. In addition, New York's percent-
age of total transit ridership is slightly higher than the 
national average. So it is a massive problem that is 
continually getting more difficult to deal with. 

The New York system operates in an atmosphere in 
which labor is very strong. There is a great outside 
interest in the ability of management to conceive and 
carry out cost controls. There is a very high level of 
demand for service, and such a high level of political 
support for that demand in some places that, to some 
extent, service is provided regardless of cost. Fare 
policies are a very critical element, particularly in the 
city. There is great resistance to the notion of the 
graduated fare in New York City, because the people 
with lower incomes tend to need to pass through more 
fare zones within the city's own limits. 

There is a climate of enthusiasm within MTA's 
management for controlling costs but, because of day-
to-day operating problems, there has rarely been an 
opportunity to launch major efforts to do anything about 
improving cost controls. The problems of daily opera-
tion are severe; the recent power outage, for example, 
is only a very visible example of the kind of problem 
that has many smaller counterparts. 

Another problem is the lack of cohesiveness in na-
tional transit policy. There is no solid energy policy 
under which transit might be excepted from the impact 
of the increased cost of fuel; at the same time, there is 
greater consumption of fuel because of more sophisti-
cated transit vehicles, air conditioning, heavier ve-
hicles, environmental control kits, and other innova-
tions in transit. All of these are essential parts of 
marketing and other aspects of the operation, but all 
have a very clear negative impact on operating expenses. 
Federal officials who are increasingly hard pressed to 
defend the growing costs of transit programs in Con- 

gress should think about these issues before they cast 
the first stone at transit managers who seem unable to 
deal with problems at the local level. 

The study of MTA's management has three basic 
criteria for selecting cost-saving projects. One is their 
impact on cost reduction; that is, what is their potential 
for cost reduction? The second is the likelihood of their 
being implemented: Is it a practical idea? Can it be 
done? An important aspect of that is whether manage-
ment thinks it can be done. Management endorsement 
is not required of all proposals before they are investi-
gated, but there must be a reasonable response from 
management that a proposal could possibly be imple-
mented. The third criterion is the time required for 
implementation. If it can be done, will it take 6 years, 
as required in federal statute? Will it require a merger 
of organizations? Will it involve capital funds that re-
quire a referendum, and what then is the time implied? 

The study program is concerned with major areas of 
expense s—planning activities, capital improvements, 
bus and rail operations, and the more subjective areas 
of management and organization. The key objective is 
cost reduction and control of the rate of cost increase. 
The improvements proposed should have a minimal 
negative impact on the quantity of service, and cost 
savings should not be in the form of some deferred ex-
pense that will pass today's problems on to become 
tomorrow's crisis. 

The first set of projects is in the planning area, which 
will absorb about 20 percent of the overall effort. The 
first aspect of this activity will be to examine the uses 
of capital funding and try to direct these funds into re-
habilitation, safety, or renewal projects that will reduce 
or eliminate a condition that entails some penalty on 
operating expenses. For example, there are 21 bus 
garages within the New York City Transit Authority. 
One of them was built for the centennial celebration in 
Philadelphia and was moved to New York in the late 
1890s to serve as a sports center, a far cry from its 
current purpose. 

Many of those facilities are in terrible condition, 
which places a substantial operating penalty on the sys-
tem. Our basic question is whether we can develop a 
substitute for the standard criterion on return on invest-
ment that would permit the dedication of a certain pro-
portion of capital funding each year to capital invest-
ments that will produce a reduction in operating costs 
within a foreseeable period of time. To get a bus garage 
built in Schenectady with no constraints probably takes 
about 2'/2 years; to get one built in Manhattan, consider-
ing all the problems of land use, availability, and 
neighborhood reaction, can take just about forever. 
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Thus, implementation time may affect the extent to which 
some projects are practicable. 

The second major project in the planning area will 
take a look at how service decisions are made. Again 
and again, cost reductions require announcements that 
a certain line, route, or frequency will be changed. 
These changes are not well understood by the riding 
public, the general citizens, or the public officials who 
appropriate the funds. Even management will concede 
that the basis on which they make those decisions is 
poor; the data that are available, the consistency with 
which decisions can be made, and the time allowed to 
make rational decisions all leave a great deal to be de-
sired. Further, each of the MTA affiliates has a dif-
ferent way to make these decisions. Collectively, it is 
very difficult to make a decision about a budget reduc-
tion at the MTA level so that it will equitably affect the 
whole range of consumers who use MTA services, be-
cause each affiliate has a different source of financial 
support. 

The final project in the planning area is to find some 
systematic and systemwide way to predict operating-
expense requirements on the basis of various assump-
tions about service levels and other factors. There have 
been some very good efforts in this area by both the city 
and the state. MTA's Board of Directors needs an in-
stitutionalized basis for examining its operations in light 
of various operating and financial policies over a long 
period of time. It should be able to take a longer term 
look at the financial impact of its short-term operating 
decisions. 

The study's second major topic is bus operations. 
The study will focus on two rather self-evident problems 
in bus operations. One is effectiveness in the assign-
ment of personnel. More effective scheduling is one 
way to improve the productivity of the operators within 
the existing work force. There are currently wide var-
iations in the relationship of platform hours to pay 
hours. The amount of time an operator spends driving 
a bus in revenue service, picking up passengers, may 
be only half the number of hours for which he or she is 
paid. This situation is rather common, and it is not at 
all an indictment of the management; it is a result of 
how transit operates. 

The interesting thing about this time relationship in 
New York City is that the range varies from location to 
location. The study will include a differential analysis 
to pick out the limited segments of the system in which 
low utilization of labor occurs. It will then focus on 
the people who are preparing those schedules and try 
to set up a better system. 

A similar project, which was passed up, involved 
doing something about street speeds. This is another 
way to improve the performance of the bus operation. 
If something could be done to improve street speeds in 
lower Manhattan, the productivity of bus service could 
be improved by as much as 30 to 35 percent. 

The other area of bus operations to be studied is the 
potential for fairly simple cost-reducing work methods 
and productivity improvements in the garages that have 
the lowest performance in terms of certain indicators. 
Unreliability of equipment on the street, for example, 
creates significant cost penalities. The study uses 
rather simple indicators to test such performance. For 
example, in two garages in which the average age of the 
fleet is the same and the distance traveled for the ve-
hicles is fairly similar, the number of mechanics per 
bus and other indicators may vary by 30 to 40 percent; 
fuel consumption and oil consumption may also vary 
significantly. Our industrial engineers will look at the 
ones that have low performance to see what can be 
done to get better performance and more work out of  

the staff at those facilities. 
In regard to rail transit and commuter rail, the third 

major aspect, the study will look at the scheduling of the 
rapid transit and commuter rail operations. The assign-
ment of staff and crews are rather different from other 
kinds of operations. There are institutional variations 
between the practices of the Consolidated Rail Corpora-
tion, over which MTA has relatively little control, and 
those of the Long Island Railroad (LIRR), which is owned 
and largely controlled by the MTA. 

The performance in the Transit Authority System's 
rail operations—the biggest part of the problem in terms 
of total dollars—is fairly good. However, the proportion 
of platform hours to pay hours—in this case cab time to 
pay hours—varied among about 33 test cases in this di-
vision of the system from about 44 percent to close to 
100 percent. To some extent, that is a function of the 
way the system operates, but differential analysis will 
be used to examine portions of the system that are very 
similar but have very different indicators. 

The study will also examine car maintenance, as it 
does bus maintenance, in regard to individual worker 
productivity, individual methods, and individual garages 
in rapid transit facilities. 

Finally, the more subjective areas will be examined—
organization, management systems, training and devel-
opment, and cost reductions in the management staff; 
e.g., the LIRR, which has about 6000 employees, has 
about 650 management posts. 

One of the typical problems in MTA is the monthly 
report that the various operating authorities make to the 
chairman; each is about 4 cm (1.5 in) thick. The ten-
dency is to include the different reports of all the man-
agers of an operation for the last 30 years. If a manager 
had 10 predecessors, there are 10 separate reports, 
all covering related things. 

Probably one of the most significant things manage-
ment has done in New York was to incorporate in the last 
labor contract a joint labor-management committee on 
productivity. This indicates a high level of recognition 
by management and is an interesting gesture on the part 
of labor to recognize that it also has a responsibility in 
this area. Management is also making productivity im-
provements in the escalator and elevator divisions, the 
maintenance-of-way departments, and so forth. Func-
tions such as maintenance of way and maintenance of 
buildings, at least in the Transit Authority System, are 
very much under control. 

Observations from current management studies in 
about six transit systems around the country permit 
some general conclusions. A committed management 
is essential to cost control; if cost control is going to 
become effective, it has to have management's support, 
and the more support it has, the better. About half the 
management studies that are now being conducted were 
initiated by the managers themselves. 

The local communities must accept the need for fiscal 
restraint and equity if cost controls are to be instituted 
and effective; managers cannot do it by themselves. 
Public officials cannot demand both cost controls and 
more service in the same speech. There can be better 
service and cost controls or more service and more 
costs, but there cannot be all of those things at the same 
time. The cost controls have to have a reasonably balanced 
impact on the riders and on the employees. The greater 
the managers' sensitivity to this, the more likely they 
are to get results. Riders cannot take all of the cuts—
less frequent service, lower quality of service, and so 
forth—in order to improve the situation of operating 
employees. Sooner or later, the system will wither and 
die—or be destroyed. 

Finally, management, with public-policy and political 
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support, must be able to convince employees that their 
future security rests in their willingness to provide a 

full day's work for a full day's pay. Labor simply must 
do more for what it is earning if transit is to survive. 

Controlling Transit Costs in Medium-Sized Cities 

Robert C. Buchanan, ATE Management and Service Co., Inc., Arlington, Virginia 

There has been a recent reemphasis on increasing pro-
ductivity and controlling costs. The objective, in broad 
terms, is to develop, maintain, and operate the most 
efficient and most cost-effective transportation system 
possible, within the institutional and policy constraints. 

Transit management, which has been defined as the 
acquisition, allocation, and control of resources (human, 
physical, financial, and informational) to achieve given 
standards for transit service, has undergone a significant 
transformation during the last 10 years. The focus and 
orientation of transit have acquired a public-service dimen-
sion that has introduced new complexities and demands for 
transit management. The transit manager has a new role; 
he or she must balance the need for efficiency and produc-
tivity with a growing public commitment to serve the totality 
of urban mobility needs. 

This expanded view of transit management combines the 
responsibilities of effective business management with 
those of public service. It attempts to reconcile the opera-
tion of transit with the needs of the marketplace, while seek-
ing to maximize efficiencie sand economies of operation. 

Between 1970 and 1976, total transit operating costs 
increased 101 percent; transit passenger revenue in-
creased only 24 percent. Total transit operating ex-
penses went up 27 percent in 1974 and 14 percent in 1975 
but only increased 8.5 percent in 1976, as did transpor-
tation account expenses. Maintenance and garage ex-
penses increased 10 percent in 1976. Although the en-
ergy crisis has had some impact on transit, it cannot 
be assumed that further energy crises will significantly 
affect the situation. 

It is becoming clear that transit, even with the sup-
port of federal and state governments, needs efficient 
management in order to increase productivity and con-
trol costs. There are areas of potential productivity 
gain and cost control in every transit operation. The 
challenge to management is to identify those specific 
areas and assess their potential for improvement. Some 
examples follow. 

TRANSPORTATION 

The ratio of staff to peak-service buses. 
The effective use of employee overtime—Many 

systems are spending too much money on overtime; they 
could hire some additional drivers—even at the cost of 
30 to 40 percent in fringe benefits—and still save money. 

Absenteeism due to sickness, oversleeping, and 
general misses. 

Evenhandedness in the dispatching process—Both 
favoritism, which occurs almost everywhere, and deal-
ing with grievances, which consumes time, cost money. 

Vehicle accidents—Better safety and operating 
procedures and training and retraining programs can 
control costs and save money. 

Cash control and fare-handling procedures—Better 
methods can prevent the diversion of revenue. 

Service planning and bus scheduling—By studying 
the system, developing a good data bank, and learning 
more about the service product, the same or better ser-
vice can be offered at a lower cost. 

Run cutting—Computerized scheduling can permit 
cutting runs in order to save significant amounts of 
money. 

MAINTENANCE 

Servicing ratios—The ratio between buses and 
maintenance employees is important, but it is more im-
portant to know the number of maintenance hours required 
per distance traveled. 

Scheduling staff—Can regular employees be used 
at night or on weekends, and what is their pay scale? 
Are drivers on duty when the buses should be being ser-
viced? 

Equipment servicing—The maintenance program 
holds important savings potentials. 

Training and industrial safety. 
Purchasing, stores, and inventory control—Many 

operations have inventories they will never use. 
Garage layout, design, and servicing equipment. 
Assignment of supervision responsibility—Having 

too many supervisors raises the wage bill; working fore-
men often can get the work done at less pay. 

Such other areas as absenteeism in the mainte-
nance shop, heating and cooling of garages, fleet retire-
ment, location of garages, deadheading, and the number 
of buses used out of each facility. 

LABOR RELATIONS AND PERSONNEL 

Application of the labor agreement to operations—
If it is possible, wage dollars should be matched in nego-
tiations to some productivity items. The wording in the 
labor contract should be examined and its precise mean-
ing understood. 

Contract negotiation, pricing, and analysis—Many 
operators never find out until later what has really been 
given away in union negotiations. 

Work rules—Many rules are not strictly applied; 
informal understandings become the rules. 

The size of the administrative staff required to 
support the overall operation. 

Pension programs—Many managements are giving 
away more than they have to in administering their pen-
sion programs. 

Management organizational structure. 
Management information systems and computerized 

employee files—These are important tools in problem 
identification. 
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8. 	Management -by -objectives program —Managers 
often waste money by lacking consistent direction. 

BUDGET AND FINANCE 

The budget plan—The budget is not something to 
play with but a real management tool. Many budgets are 
not realistic statements of what there is to operate with; 
they are overstated in anticipation of being cut. 

Budget reporting program—The budget should be 
developed by all department heads. 

Cash and cash-flow controls—Some systems can-
not anticipate when they are going to run out of money. 

Use of financial assistance—Many systems let 
federal, state, and local assistance pass them by. 

Insurance costs—Closer monitoring of safety and 
claims costs can save money. Alternative forms of in-
surance should be compared. 

MARKETING AND PLANNING 

Using focused programs —Marketing programs can 
be tested on a small group before they are developed into 
large, expensive programs. 

Assigning public relations activities. Defining 
which public relation activities are to be conducted un-
der contract can save money; do it yourself, if possible. 

The planning process—Most planning agencies in 
the major cities are overstaffed and could be cut back. 

SOME CASES IN POINT 

Our firm has been able to realize cost savings in all 
these areas. The following are a few examples of sig-
nificant cases. 

1. The development of a better servicing plan, per-
formed sequentially with new washers and cyclone 
cleaners, permitted the reduction of servicing personnel 
by five people on every shift. 

2. Alter a cutback in operators, an agreement was 
worked out with the local labor union to bring back some 
operators to help cover some part-time work; the guar-
antee provision for these people was eliminated, but 
they were covered again by the guarantee when they were 
returned to regular work assignments. 

3. An analysis of absenteeism and overtime pay 
showed that 10 of the top 20 employees on each list were 
on both lists because they were not showing up on their 
regular work days and then working on their scheduled 
days off at time and a half. Additional operators were 
hired to cover the absenteeism and overtime work, so 
that regular operators were forced to work their sched-
uled days or lose income. The result was greater pro-
ductivity, less absenteeism, and a yearly saving of more 
than $70 000 in overtime pay. 

4. A savings of $85 000 was realized by redefining 
the scope of a marketing budget and a contract with an 
outside marketing firm. Most of the press releases 
and some of the promotional work previously done out-
side was done in-house. 

5. A check of procedures for collecting fares and 
cash showed blatant dishonesty. Some drivers were 
fired, keys were changed, and the cashier's room was 
redesigned. As a result, revenue doubled almost im-
mediately. 

6. Operators' platform time was reduced by 2 per-
cent following a comprehensive study of servicing time. 

7. A study of dispatching procedures suggested 
changes that provided for equal work assignments; these 
were implemented, eliminating favoritism and costly 
grievance procedures. 

Pilot groups were used to test various promo-
tional and marketing programs, so that only worthwhile 
programs were implemented. A significant amount of 
money was saved by eliminating wasteful or poorly con-
ceived programs. 

Data on accidents were analyzed by using an ef-
fective computer file, and it was discovered that a large 
number of accidents involved operators who wore 
glasses. When all operators who wore glasses were 
given eye examinations, it was found that 80 percent 
needed to be refitted with new glasses. The new glasses 
reduced accidents and saved a significant amount of 
money. 

On one system, all operators under 30 years of 
age who had more than 18 months of service were put 
through a retraining program that dramatically decreased 
accidents. 

A total reclamation system that used a series of 
reservoirs and filters was built in order to reclaim all 
wash and rinse water for two washbays. Without this 
reclamation system, every bus washed would require at 
least 380 L (100 gal) of wash water and 470 L (125 gal) 
of rinse water. The system not only saves water but 
eliminates emptying tremendous quantities of unclean 
water into the sewer system. 

With union approval, a lower initial wage rate 
with a periodic progression to reach the top rate was 
established for new employees. Raises were made at 
4-month intervals. This affected only new employees 
but resulted in cost savings. 

A study showed that only 15 percent of all opera-
tors were taking sick leave without being sick. The 
computer file identified these specific people to top 
management, and a discipline program was established 
with the union. There was an immediate 16 percent re-
duction in sick leave. 

The computer file also showed that only 13 per-
cent of the total operating force was habitually late to 
work. A discipline program concentrated on this group 
and reduced the problem by 20 percent. 

BASIC CONSIDERATIONS 

There are some basic tenets that are important to con-
sider in these programs to improve costs and productiv-
ity. 

It is imperative that the entire management group 
be involved in the program and that true costs be known, 
understood, and monitored daily. 

The overall goal should be to have the smallest 
possible margin between pay hours and production hours. 

Often the most neglected functional area in tran-
sit operations is personnel administration; a comprehen-
sive management information system that can quickly 
retrieve personnel data is very helpful. 

Extensive training is the key to improving pro-
ductivity of the existing work force; retraining helps en-
sure that existing skill levels are maintained. 

It has been estimated that 5 to 8 percent of all 
transit revenue never reaches the bank; fare-handling 
procedures must include a continual methodical surveil-
lance program. 

Purchasing procedures and practices must be 
carefully examined; purchasing departments have very 
important functions that warrant continual attention. 

There are opportunities for improvement in produc-
tivity and cost savings on every transit property. It is 
the responsibility of the entire management staff to con-
tinually search out these areas. 
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The Knoxville area started out with a deficit of not quite 
$80 000 in 1971 on an existing fixed-route, fixed-
schedule bus system; in 1975 the deficit reached 
$1 122 501. If that rate of increase continued, the 
deficit would be $2 669 000 in 1981. 

The whole Knoxville metropolitan area has a popula-
tion of about 300 000. The city of Knoxville has about 
175 000 to 180 000 people; the only source of revenue 
for the city is property taxes and so forth. Late in 1972, 
the mayor discovered some serious problems. He had 
budgeted for a $150 000 transit deficit, but he found that 
the deficit for 1972 was going to be $300 000. At this 
point, of course, it was too late to do anything about it. 

This deficit and its projected increases prompted the 
city to consider the whole range of alternative transpor-
tation programs. One approach that had been suggested 
for many years was to look into urban public transporta-
tion in general, rather than just the transit operation. 

In 1971, transit was costing the city about $ 0.46/per-
son; by 1975, it had gone to $6.42, and it is projected 
to rise to $15.44 by 1981. That is not as large a cost 
as New York's, but the rate of change is appalling. The 
deficit in 1972 turned out to be about $215 000, but it 
then rose steadily, as noted above. Politically, it caused 
a lot of pressure to do something to curtail, or at least 
to hold in check, the transit system's rising deficits. 

The Knoxville transit system at that time was not 
carrying a great number of passenger s— about 2 percent 
of the total trips made In the urban area. Two percent 
of the market is hard to live on, particularly if only one 
type of service is offered. The Knoxville Transit Cor-
poration (KTC) has about eight regular weekday routes 
and about six weekend routes; about five are university 
routes, and the ridership has remained essentially con-
stant. 

In looking for ways to mitigate Knoxville's deficit 
problem, a wide range of alternatives was examined. 
One of the first experiments was begun in December 
1973 with one express bus, but it did not continue long 
enough to really be considered part of the system. In 
1974 the major changes began. By working with a lot 
of the industries around Knoxville, one of the first fairly 
sophisticated matching programs in the area was devel-
oped. The program put together data on origin, destina-
tion, types of trips made, when they would be made, and 
so forth, and computers were used to quickly match 
these data. 

This program is set up so that a person can call in 
at any time of the day and find out what is available in 
the way of public transportation —a van pool, express 
bus, car pool, regular transit services, and so on. 
This information can be given out very quickly. The 
data are not completely computerized yet, so some 
matching is done by hand; more data are being added to 
the system all the time as the capabilities expand. 

As other types of complementary services began to 
develop, many of the other elements that provide trans-
portation services in the area were drawn into the sys-
tem. There were 15 taxi companies, which had about 
90 vehicles, providing about 5000 passenger trips/d. 

Airport limousine services had about 25 vehicles and 
provided about 768 passenger trips/d. The Easter Seal 
Society had 24 vehicles that served about 96 000 passen-
gers/year. Programs were developed in cooperation 
with all of these. 

There are more than 250 school buses and 175 church 
buses in Knoxville alone. In fact, the largest bus fleet 
in the entire southeast region is that of the Southern 
Baptist Association. Besides school buses, it has over-
the-road coaches that go all over the United States. 
Further, it is exempt from many of the regulations. A 
member of the Southern Baptist Association proposed 
that the association take over all the public transporta-
tion services in the region. He noted four advantages 
to such a plan: first, there would be no labor problems 
because drivers are all volunteers; second, it would not 
be expensive to operate because it uses volunteer driv-
ers, but it would be free transit because there would be 
no fares; third, passengers would be asked when board-
ing to leave a donation; and fourth, donations would be 
income-tax deductible. 

In 1974, there were 7 express buses; there are now 
28, only 14 of which are publicly owned. There were 
also 6 vans in operation in the area in 1974, long before 
the national demonstration project put on by the Trans-
portation Center. These increased to 12 in 1975 and to 
58 in 1976; there are 75 now. The first 6 vans started 
out under the Tennessee Valley Authority (TVA). They 
were leased from Hertz at a very good rental price and 
subleased to the Easter Seal Society and then to other 
groups. Most of the van operations have been profitable. 

There was no problem generating demand for service 
in the Knoxville area. The problem was how to provide 
it without incurring large losses. The marginal cost 
of commuter services rises in the peak periods. In 
publicly owned systems, the marginal cost of commuter 
services is so high in relation to the marginal revenue 
it earns that few systems can afford it. Knoxville there-
fore had to either face large deficits or look for some 
other ways of bringing in revenue. That led to the brok-
erage concept. The idea was to see which transportation 
sources could be contracted for at a reasonable cost. 

The brokerage concept draws on a wide range of 
transportation modes. Private van operators are coor-
dinated through the Knoxville Commuter Pool (KCP). A 
good many of these vans operate in the Oak Ridge area, 
which has a population of about 28 000. Vans are used 
by the Sunshine Center for the transportation needs of 
the mentally retarded. The Easter Seal Society has its 
own vans with wheelchair lifts and other specialized 
equipment to provide transportation for severely physi-
cally handicapped persons. They also provide trips to 
and from certain schools in the Knoxville area that cater 
primarily to handicapped children, particularly those in 
wheelchairs. The Girls' Club of Knoxville also has van-
pool service, and the senior citizens' groups have van 
pools in operation. The Knoxville Transit Authority 
(K'rA) did most of the early information or promotional 
work for the KCP, but this was all transferred to the 
city by July 1, 1977. 
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White Star Lines, a privately operated bus line in the 
area, was about to go out of business for lack of passen-
gers to carry. It was serving schools and churches with 
some old coaches. Two of the employees decided to buy 
out White Star Lines and operate it as B&C Buslines, 
which now has five or six buses in operation. The KTA 
has helped the company expand its services, as it has 
other private operators in the area, in order to help 
enlarge the supply of transportation services at lower 
costs. As a result of this program, a fairly large fleet 
of church buses, vans, and other private vehicles is 
integrated into the services that transit can offer in the 
area. 

All of these private resources are coordinated to a 
great extent, promoted, and encouraged through the 
brokerage concept operated by the transit system. The 
whole system functions to get the right supplier to come 
in and meet the needs of the consumers. Knoxville is 
trying to avoid providing those services with its tradi-
tional bus system. 

TVA is one of the larger employers and has the 
largest ongoing program. It promotes transit in all 
areas—regular transit, car pools, and van pools—and 
has its own fairly large express bus services. If TVA 
had decided to cater to automobiles, it would have had 
to build 1463 parking spaces to accommodate about 3000 
employees. The TVA building is in the downtown area 
of Knoxville, and the parking there is very restricted. 
The estimated cost of building those parking spaces was 
about $650 000/year, so TVA decided not to build park-
ing facilities. 

In 1973, 68 percent of the employees of TVA came 
to work as single occupants of automobiles. Now, be-
cause TVA has worked very hard in this area, only 16 
to 18 percent of 3400 people working in the TVA build-
ings come in single-occupant automobiles. TVA is 
spending about $125 000/year to provide transit services 
for its employees rather than $650 000/year to build 
1463 parking spaces. 

TVA has not pushed vans as much as express bus 
services. About 50 percent of these services are pro-
vided by.the private sector, but the direct subsidy to 
the private sector is only about $10 000/year, an ex-
tremely low amount for the 20 to 22 express buses that 
operate in the area. Compared with TVA's total annual 
expenditures, it is an extremely small amount. It has 
done an excellent job with an effective promotional pro-
gram. If as many as three people share the ride in an 
automobile, it helps pay the parking cost; it pays about 
a third of employees' express bus fares; and there are 
several other incentive programs. 

TVA decided to expand the program to its other op-
erations. It is building several nuclear power plants in 
Tennessee, Alabama, and some other areas. There 
are more than 200 vans in operation in the various TVA 
offices. In Hartsville, which is close to Nashville, the 
TVA commuter shed is between 80 and 130 km (50 and 
80 miles) from the power plant. There are about 150 
vans in operation there, along with 20 to 40 over-the-
road buses. TVA would have to have spent $6 to $12 
million to rebuild one rural road to get 6000 employees/d 
into the Hartsville nuclear power plant. Instead, it is 
going to take them in by van or bus and leave the exist-
ing road as it is. 

TVA adjusts the fare structure for those employees—
all construction workers—on a regular basis. Since it 
is very entrepreneur oriented, it sets prices on the 
basis of -what the average person is paying in a car pool 
in that area. If the average is $3.00/d, then the van or 
express bus costs about $2.50; it keeps fares about 
$0.05 lower than that for the average car pool. It is 
not regulated by the Public Service Commission or any  

similar authority, so it can raise and lower fares as it 
chooses. It keeps some 10 to 20 vans sitting idle so that, 
if it needs a new force of several hundred people on a 
temporary basis, e.g., to pour concrete, it can put these 
vehicles into operation to meet the demand in a very 
short period of time. 

TVA's over-the-road coaches cost almost $100 000/ 
vehicle. It does not have to go through special purchasing 
orders or soliciting bids because the purchases are ar-
ranged through its credit union, which is not a 
government-owned operation. The credit union puts up 
all the money for a purchase; TVA signs a contract with 
the credit union to make sure that the money is paid 
back, but most of the money comes from the fare box. 

The KCP is also developing taxi feeder services. It 
has contracted with the taxi companies to provide certain 
types of services during certain times. The basic 
philosophy is that, if there are 40 or more people, use 
a bus; if there are only about 15 people, use a van; if 
there are 3 or 4, use a taxi; if there are 2 old farmers 
about 80 km (50 miles) outside the city, let them come 
in by car pool. That is a very naive way of putting it, 
but the philosophy has worked fairly well. 

A new service has also been proposed for the down-
town Knoxville area, i.e., a circulation system. It is 
hoped that this will make it possible to mesh all the 
brokered services that are coming into the downtown 
area. The amount of local support is amazing. Local 
employers are putting up money, providing parking 
spaces, giving incentives to employees, and looking at 
ways of reducing their own costs and reducing abseen-
teeism; so far, it has worked very well. 

What has really been accomplished through these pro-
grams? In 1975, there were only 120 van-pool riders/d, 
and there are 800 now. That amounts to about 450 000 
trips/year that are being served by van pools. There 
are an additional 460 000 express bus trips. Together 
they account for about 900 000 trips/year. 

Vehicle-kilometers of travel have been reduced in the 
Knoxville area by almost 48 000 km/d (30 000 miles/d). 
In the TVA system alone, the program annually saves 
about 12.4 million vehicle-km (7.7 million vehicle-miles) 
of travel in the Knoxville area. About 787 vehicles are 
removed from peak-hour travel, mostly in one corridor. 
In addition, about 7500 L (2000 gal) of gasoline are saved 
each day. 

KTC ridership has grown from about 350 000/year to 
about 900 000 now; roughly 25 to 30 percent of this rider-
ship use the paratransit services. The traditional tran-
sit system has not increased its ridership; the large in-
crease has been in paratransit. 

Many employers participate in the program but, since 
the largest number of employees work for TVA, the 
benefits there are greatest. The increase in disposable 
income to TVA employees as a result of this program 
is $273 780/year. If this money is not put in savings 
accounts, local merchants can expect this extra 
$270 000/year to be spent in the Knoxville area. 

Roadway accidents involving TVA employees com-
muting to work were reduced by about 30 accidents/year. 
Fuel consumed by commuting TVA employees has been 
reduced by slightly more than 1 740 000 L/year (460 000 
gal/year). Atmospheric pollution was reduced by about 
154 Mg (170 tons) of emissions. Speeds on 1-40 in the 
west corridor have increased by 16 km/h (10 mph) up to 
65 km/h (40 mph). 

These are very tangible things but, in addition, the 
transit deficit leveled off this year to about $1.2 million, 
and it should not rise as rapidly in the future. It had 
gotten completely out of hand, but there will probably 
not be any percentage increase from 1976 to 1977. 

In Jackson, Mississippi, the same sort of thing is 



220 

being tried, but it is now hung up in the political process. 
Jackson is almost as large as Knoxville (a population of 
about 150 000 in Jackson itself and about 250 000 in the 
metropolitan area). There is a traditional transit sys-
tem that has about 30 buses on the streets and a special 
program for senior citizens (60 years of age or older) 
that offers door-to-door service. The four taxi com-
panies in that area have a total of 215 authorized vehi-
cles, but demand has declined; there are now only about 
94 vehicles in service. 

In general, Jackson has the same kinds of problems 
of congestion as those found anywhere else. One of the 
things that is being attempted in Jackson is to increase 
the use of free transportation for the elderly but to de-
crease the cost. There are four buses in operation that 
offer the door-to-door service all over the Jackson area 
for medical, recreational, or social trips. The service 
also provides transportation for the nutritional program 
for the elderly. During the day there is a fixed-route 
minibus service that picks people up and brings them 
into the nutritional centers, where they are given hot 
meals. The service operates from 8:00 a.m. until about 
5:00 p.m., with some peaking between 1:00 and 2:00 p.m. 
and some at about 8:00 a.m. The distribution of trips 
is fairly stable over time, although Fridays have a 
slightly higher rate of use than the other days. 

The annual cost of the program was $177 220, or 
$168 200 excluding the group riding for the nutritional 
program. There were 74 815 trips/year, giving an 
overall cost of $2.37/trip. The door-to-door service 
cost $4.59/trip. The Allied Services Department, which 
is the human services agency for the city, had estimated 
the cost at between $1.20 and $1.50/trip, but it had 
never counted the insurance, dispatching cost, manage-
ment fees, and several other things. 

Research indicated that taxis could carry the senior 
citizens from their origins to their destinations at a cost 
to the city of $3.25/trip. The taxi companies had lost 
a substantial amount of passenger revenue service since 
the program for senior citizens began, and they were 
trying to sue the city. The taxi companies would not talk 
to one another; they would not talk to representatives of 
the city; the city would not talk to any taxi operator. It 
was a big political problem. 

The city had initiated the program for senior citizens 
because the Urban Mass Transportation Administration 
(UMTA) had offered to provide funds for a demonstration 
project, which it wanted to be free to the elderly and 
handicapped. The city announced in the newspapers and 
on radio and television that there would be a demonstra-
tion project and that it would be free, but then UMTA 
backed out. In order to save face, the two commis-
sioners and the mayor decided the city would do it any-
way and started providing the funds for it. The cost 
kept going higher and higher, just like the transit defi-
cit, until it got completely out of hand. The city was 
spending almost $200 000/year for a program it had 
thought it was going to get free from UMTA. 

It was suggested that the city could save about  

$49 000/year by turning the program over to the taxi 
companies; this would also end the threat of lawsuits. 
If the taxis would provide service for $0.90 on the dol-
lar, as they do in Oak Ridge, then the city could save 
$ 6 0 000; if the city paid $0.80 on the dollar, the service 
would cost $2.60/trip, saving the city $72 000/year. 
A lot of time was spent bringing the labor union, the 
taxi companies, and the city into agreement, but now 
they are working with one another fairly well. The taxis 
offered to institute a shared-ride system for $ 2.30/ 
average trip. The city could therefore save about 
$80 000 just by eliminating the regular operation. 

The transit service in Jackson is run by a manage-
ment firm. It had gone from a deficit of $64 000/year 
in 1972 to a proposed deficit of $713 000 in 1977, an in-
crease of about $143 000 over the $570 000 deficit in 
1976. The city asked for a cost analysis. The whole 
budget was looked at, and the management people were 
asked to justify the figures that were going to the city 
council. They said that fuel costs were going up 20 per-
cent—at $0.16/L ($0.60/gal)  that meant an increase of 
$0.03/1, ($0.12/gal)—in the next 12 months, that the cost 
of tires was going up 15 percent, and that insurance 
costs were going up 15 or 20 percent. When they added 
all of those costs, they could only account for $80 000 
out of the 143 000 increase that they asked for. 

The mayor decided to freeze the deficit at $525 000/ 
year. The management company was unhappy but, after 
the negotiations had been completed, it was not neces-
sary to make any service costs. The final transit request 
was cut by $207 000, making it $50 000 to $75 000 less 
than the previous year's budget. 

In June 1977, a city ordinance was changed to permit 
the shared-ride system, and the taxi companies were 
ready to begin the new service. It had been thought that 
there were no private operators in the area, but suddenly 
they emerged in force. They wanted to bid on each route 
in the system individually, because some areas had ex-
tremely low ridership but quite high costs. There were 
private operators who wanted to use vans and various 
route-deviation or point-deviation systems, as well as 
a number of other innovations. Two or three areas that 
already had fairly high transit ridership were to be im-
proved in order to do a better job with the traditional 
transit system. Some private operators who had good 
over-the-road coaches wanted to set up express bus 
services. 

All this was in motion, but there was an election in 
May; both of the commissioners and the mayor were de-
feated at the polls. In July a new mayor and two new 
commissioners came in, looked at the operation, and 
decided that the need was to increase the ridership in 
the off-peak period and build up the fixed-route fixed-
schedule system. Jackson is going to lose a substantial 
amount of money because its government is not going to 
take advantage of the proposed programs.. Cities must 
be educated to recognize their options in providing public 
transportation services. Without this education, their 
costs will continue to increase more than is necessary. 
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CONTROLLING COSTS IN NEW YORK 
CITY 

Workshop participants raised several questions about 
the Metropolitan Transportation Authority's management 
study. An immediate question was how the proposed 
improvements are to be financed without raising the 
present level of funding. Apparently, this will be done 
by diverting existing funds from other uses on an ad hoc 
basis; for example, some new construction funds can 
be used to implement some parts of the program, and 
some others can be charged off to operating expenses. 

There was also some discussion about how the frag-
mentation of responsibility for transportation affects 
the New York situation. For example, New York is 
contemplating banning parking in Manhattan, placing 
tolls on some currently toll-free bridges, and construct-
ing a new freeway. All of these will have some impact 
on the transit deficit, but transit has no direct participa-
tion in these plans. 

It was pointed out that these institutional constraints 
give the transit company only one option on the revenue 
side—to increase ridership. However, exercising this 
option may worsen the deficit situation if it involves ex-
tending service, that is, if the marginal cost of carrying 
more riders is rising. New York's transit deficit per 
capita is already out of porportion to that of the rest of 
the country—$40.00 versus $3.50 for all urbanized 
areas. How can this be sustained? Will it increase if 
ridership rises? 

The New York situation is unique, which argues 
against a national formula for federal grants. The Tran-
sit Authority System carries three times as many pas-
sengers as any other system, and it is not trying to in-
crease ridership. Another option that is being explored 
is raising labor productivity and changing work hours 
to better accommodate peak-hour service loads; for 
example, if a 40-h 4-d week could be negotiated, the 
resulting 10-h work day could be wrapped around both 
peak periods of transit use. 

Another question raised was how street speeds might 
be increased and what the potential significance of doing 
so might be. Improving street speeds involves a variety 
of virtually cost-free small changes, e.g., installing a 
right-hand turn signal or placing tow trucks in strategic 
places, but the savings can be large, because the num-
ber of transit drivers can be reduced without changing 
the frequency of service. 

CONTROLLING COSTS IN MEDIUM-
SIZED CITIES 

Most of the discussion centered on the cost of applying 
for federal grants and of complying with their require-
ments. Filling out grant applications is not as great 
a burden for large systems, because they can afford to 
maintain full-time staff and specialized data for this 
purpose. For other systems, it can be time consuming 
and costly; in fact, one system found that applying for 
a relatively simple grant cost 2 to 5 percent of the grant 
money. Simplification of the forms would help consider-
ably. 

The cost of applying for grants is minor, however, 
compared with the cost of complying with their require-
ments, which was estimated to run from 30 to 35 per-
cent of operating costs. This figure includes-both the 
cost of complying with such regulations as that requiring  

fully accessible buses and the more general federal 
policies on inflation, fuel prices, hidden automobile sub-
sidies, labor policies, purchasing techniques, and so 
forth. The transit-related repercussions of these poli-
cies make it much more costly to operate a system. 

COMPLEMENTARY SYSTEMS 

Because the Knoxville system is so innovative, there 
were many questions about how various elements of the 
system operate and how various institutional barriers 
were overcome. Knoxville's taxi feeder system is just 
getting started. Essentially, it is designed to avoid ex-
tending fixed-route service into low-density suburban 
areas by contracting with taxi companies for door-to-
door pickup and delivery of passengers to the end of the 
bus line. The theory is that the capacity of the basic 
fixed-route, fixed-service system should be related to 
off-peak demand rather than that of the rush hour; private 
suppliers, under contract, can absorb the excess during 
peak hours at a cost that is less than that of maintaining 
excess capacity in the transit system. The ride costs 
will be shared among the city, the user, and the taxi 
company; for example, under the present program for 
senior citizens, the taxis charge 90 cents on the dollar, 
the city pays 65 cents of this, and the user buys coupons 
that pay the other 25 cents. This system also avoids 
the labor and management problems inherent in a large 
transit operation. 

How was Knoxville able to circumvent local regula-
tions, particularly those governing bus operations and 
parking-space requirements? It was done principally 
through public education and the cooperation of the Ten-
nessee Valley Authority (TVA) and the merchants in the 
central business district. Once the state legislators and 
the Public Service Commission were made aware of the 
benefits of the brokerage concept, they were very recep-
tive to it. Bills were passed that made van pools and 
other private operations possible. As part of the state 
energy plan, people are brought in from all over the 
state for on-the-job training in how to apply the broker-
age system in their own communities. Circumventing 
the requirement for parking spaces to accompany new 
buildings was made possible because the metropolitan 
planning commission includes three transportation plan-
ners, because TVA exerts considerable influence in the 
community, and because people in Knoxville are very 
concerned about automobile congestion. 

What was the reaction of the unions to privately oper-
ated public transportation? Initially, the unions fought 
the idea through the city council. There was a strike 
for about 6 weeks, during which time the unions set up 
car pools and van pools. Under a new section 13c agree-
ment, however, it was agreed that the city would not 
use van pools to compete with buses. This does not 
present a problem because the economic range of opera-
tion for van pools is outside the normal bus limits. In 
turn, labor understood that the motive of the program 
was not to decrease ridership but to take people out of auto-
mobiles into car pools, out of car pools into van pools, and 
eventually out of van pools into buses; in the long run, rider-
ship 

ider-
ship should increase. However, it is much easier to deal 
with local labor people than with a national union, and there 
may be labor repercussions in the future. 
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The other approach to controlling deficits deals with in-
creasing revenues. This workshop session considered 
some new directions transportation systems might try 
in their efforts to support their operations. There is no 
magic method for raising money. Although many rev- 

enue sources have simply never been tapped, not all 
sources will work equally well for all transportation sys - 
tems. Some are highly individual and depend heavily on 
the character of the particular transportation authority 
and on the environment in which it operates. 

Finding Revenue for Urban Transportation 

Lawrence D. Dahms, California Department of Transportation 

There aren't many alternative means of financing urban 
transportation. Why then is so much time spent on the 
subject? It is because there are several difficult and 
directly related questions that must be answered simul-
taneously, if a financial program is to be implemented: 
Who is to decide? What is to be financed? How much 
money is needed? Where will the money come from? 
How will the program be administered? These are the 
basic questions, and there are risks associated with any 
combination of answers chosen. Table 1 examines these 
and some subsidiary questions and how they have been 
answered in financing the Interstate highway program, 
the capital program of the Bay Area Rapid Transit Sys-
tern (BART), and the recent transit service program of 
the San Francisco Metropolitan Transportation Com-
mission (MTC). 

WHO DECIDES AND HOW? 

The commitment to the Interstate highway system was, 
and remains, strong because of strong backing at the 
federal level. Since it involves local decisions, BART's 
continuing support has been more tenuous. A partner-
ship between MTC and the state legislature characterizes 
MTC' s recent transit-finance paikage. 

The federal government plays an important part in 
making capital decisions for transit as it considers 
projects now eligible for funding by the Urban Mass 
Transportation Administration (UMTA). The alternative 
analysis has become UMTA's test of a project's worth-
iness. Selection of the benefit discount rate to be used 
is the critical analytical choice that must be made. The 
discount is used to estimate the worth today of a benefit 
anticipated in the future. If the discount rate is set 
high enough, any capital project can be found infeasible. 

Capital investment must continue in a healthy econ-
omy, even if little of it is directed toward transporta-
tion. If other investment decisions are not subjected 
to the conservative tests that are applied to transporta-
tion, however, then the effect will be to shift resources 
to possibly less desirable purposes. World fairs,  

sports stadiums, hotels, and office buildings all compete 
for investment on the basis of wide-ranging ground rules. 
Investment risks are commonplace, and those responsi-
ble for ensuring adequate transportation service must be 
willing to take commensurate risks. 

WHAT IS TO BE FINANCED? 

The distance covered by the Interstate highway system 
has increased only slightly during the life of the program. 
Its cost and its construction period are more than double 
the original estimates, but Congress has extended com-
pletion dates and increased appropriations to match 
changing conditions. 

The original estimates for BART were also inade-
quate. Among other things, operating costs were sup-
posed to come from the fare box. Fifteen years later, 
BART is on the threshold of receiving permanent author-
ization for two-thirds of its operating costs to be funded 
by taxes. Would either BART or the Interstate highway 
system have been launched if these conditions had been 
anticipated? Maybe not. 

Today, UMTA wants all related costs anticipated and 
allowances made for inflation and other contingencies. 
It seems prudent, but what might the results be? Com-
parable decisions in other sectors are not usually bound 
by such conservatism. Are we building in yet another 
hindrance to improving transportation services? 

HOW MUCH IS NEEDED? 

Congress requires periodic preparation of an updated 
cost-to-complete estimate for the Interstate highway 
system. Funding authorizations are adjusted accord-
ingly, which mitigates the large uncertainties associated 
with such a major long-term program. 

BART's original estimates did not adequately antici-
pate inflationary pressures. That fact, combined with 
a fixed budget, triggered disrespect for BART's board 
of directors and management. MTC has anticipated a 
larger inflation factor, but has been stringent in other 
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decisions, such as assuming a 5 percent reduction in 
efficiency, a reversal of the fare -contribution decline, 
and an inflation adjustment that is less than the projected 
increase in the consumer price index. Thus, MTC runs 
the risk that it, too, will not have adequate funding to 
sustain indefinitely the full transit service it has pro-
posed. 

These are three approaches to balancing (a) the risk 
of providing inflation and contingency allowances that 
are so generous as to jeopardize program authorization 
and (b) the risk of providing such tight allowances that 
the program will become underfinanced if unforeseen 
difficulties arise. 

On a broader scale, transportation advocates have 
conducted studies designed to make the case for sub-
stantially increased funding. While such studies have 
apparently been effective, they have also been the source 
of much mischief. Highway program management has 
been influenced by using the needs so identified as the 
basis of project decisions, whereas a more realistic 
assessment of forthcoming funding would have led to 
different kinds of project decisions. 

In the case of transit, the needs studies and 20-year 
plans have largely represented wish lists rather than 
serious proposals. In contrast, MTC's transit finance 
program was developed by a policy body that, in effect, 
decided which transit services are needed by simul-
taneously determining the realistic funding possibilities. 

WHERE WILL THE MONEY COME 
FROM? 

Elaborate criteria are often used in testing which tax 
source is best. It is the adequacy of the decision pro-
cess (legislation or a voter referendum) that is critical 
to defining an acceptable package. The outcome of such 
a process is difficult to anticipate. Consider the follow-
ing example: 

A public opinion poll performed for MTC showed only 
5 percent support for increasing property taxes to fi-
nance transit service. But a property tax levy of up to 
35 cents/$ 100 of assessed value was authorized recently 
by the voters of the low-density Newark-Fremont sub-
region of southern Alameda County. The same poll  

showed that more than a majority of voters favored ex-
tending a sales tax for transit support; this was almost 
double the voter support given an income-tax levy. Thus, 
it appears the voting citizen has a different view from 
some economists of the equity attributed to the progres-
sive income tax compared with the supposedly more re-
gressive sales tax. 

This example does not deal with why a given choice 
is favored at a given time in a given place. It points, 
however, to the importance of giving adequate attention 
to the decision-making process that is needed to deter-
mine public opinion. Whatever the choice, a funding 
source is needed that will expand with inflation. A per-
petual problem exists if this basic need is inadequately 
addressed. 

HOW IS THE PROGRAM TO BE 
ADMINISTERED? 

Generally, the federal and state governments can collect 
and administer tax programs more efficiently than local 
government can, while they can avoid tax levies that Un-
dulya.ffect the normal workings of the economy, for ex-
ample, the effect a county gasoline tax might have on gas 
stations located at the county line. Local government 
is better suited to make many of the remaining program 
decisions. However, when responsibility for the program 
is delegated to local governments, there is the danger 
that this separation of taxing and spending responsibilities 
will remove a vital incentive to keep spending within 
acceptable limits. 

MTC attempted to address this defect in part by adopt-
ing fare-level guidelines that would, among other things, 
require transit boards to finance excessive labor costs 
from the fare box. MTC is having trouble already, how-
ever, in sustaining this position while giving adequate 
recognition to mitigating circumstances unique to each 
operator. 

BART and the Interstate highway program both got 
into trouble in trying to determine just how much flexibil-
ity to allow in making program decisions. In BART's 
case, it gave in to more community demands than it 
could finance on its fixed budget. As a result, a more 
attractive and compatible system was built, but the fi- 

Table 1. Some questions and examples of answers on financing urban transportation. 

Questions About the Program 

Answers for 

Interstate Highway System BART MTC 

Who decides and how? 
Program definition Federal Highway Administra- BART commission MTC 

tion and Congress 
Program analysis Office of Management and County supervisors MTC and state legislative 

Budget and state depart- staff 
meats of transportation 

Program decision Congress Voters in the BART area MTC and state legislature 

What is to be financed? 
Full or partial system Full system Full system Full system 
Capital or operating expenses Capital expenses Capital expenses Operating and some capital 

expenses 
Concept or finite system Finite system Finite system Finite system 

How much is needed? 
What is the inflation allowance? Periodic adjustments Inadequate (3 percent/year) 6.7 percent/year projected 
What is the contingency allowance? Periodic adjustments 10 percent None 
What related costs are included? Relocation costs and so forth Relocation costs and so None 

forth 

Where will the money come from? 
How are fundamental criteria satisfied? Emphasis on user fees Original voter choice MTC and proposed legislation 
Does revenue expand with inflation? Periodic adjustments No Yes 

How is the program to be administered? 
How are tax levy and spending linked? By Congress Voter authorization limit MTC bridge-toll levy and fare 

guidelines for operators 
How are accountability and flexibility 

balanced? Perhaps too rigid Perhaps too flexible Remains to be seen 
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nancial problems were exacerbated as well. The Inter-
state highway program was adjusted to improve housing 
relocation allowances and to accommodate similar 
ameliorating strategies. In many cases, however, the 

design standards were applied too rigidly, which made 
it difficult to fit elements of the system into metropolitan 
communities. The prospects for ultimate completion of 
the system have suffered as a result. 

Study on Transit Revenue Sources: Part 1 

Ralph E. Rechel, Institute of Public Administration, Washington, D.C. 

The Institute of Public Administration and Gladstone As-
sociates are jointly engaged in a project that will produce 
a manual or handbook for the Urban Mass Transportation 
Administration (UMTA) on local government financing 
for public transportation. The book will cover both ex-
isting methods that have been applied in public transpor-
tation and innovative methods, most of which have not. 
Almost all of the new methods that are included have 
been used somewhere for some other public financing 
purpose. 

Although the handbook is confined to sources of non-
fare financing for public transportation, public taxation 
of the practical sort involved here is a field that is not 
very well suited to handbook treatment. The end results 
of the political processes required to produce support 
for transit are too unpredictable. 

The final document is to be an exposition of all prac-
tical local financing methods,. innovative and proven, 
along with suggestions as to how they could be combined 
into packages with federal and state funds for financing. 
an  entire system. It will focus less on financing large-
scale investments than on operating assistance.. 

The upsurge in national subsidy requirements is un-
mistakable, and it appears that federal assistance will 
have to continue on a 50-50 basis, at least in the near 
future. As work on the study progressed, it appeared 
that the major emphasis should be on developing rela-
tively stable cash flows from any feasible source rather 
than on the specific-use objectives of the cash flow. 
There is no great financial difference between flowing 
funds through to debt service for financing a public in-
vestment and flowing them through to operating assis-
tance. Some difference may exist from the legislative 
standpoint, and this publication should provide a variety 
of arguments for the legislative process. 

The handbook will have at least six major sections. 
The introduction will discuss types of financing problems 
and set forth, in a summary fashion, the framework of 
legislative and organizational actions and traditions 
within which specific financing steps will be considered. 
The types of problems include existing operating defi-
cits, equipment replacement on existing systems, 
moderate-cost new investments (that is, new compo-
nents, additional capacity, or even a new subsystem), 
large -cost new investments (fixed-guideway, grade - 
separated systems), and the operation of special clien-
tele services, particularly those for the elderly and 
handicapped. This section will call attention to the fact 
that the school-bus business is a special-clientele ser-
vice that has been around a long time and is basically 
a much bigger business than transit. 

The next section, on public organization for transit 
financing, will discuss the relative importance of spe- 

..cific organizational structures and, to some extent, dif-
ferent local institutional settings for transit financing. 
The advantages and disadvantages of five major struc-
tural categories will be discussed. 

The first is private ownership with public subsidy in 
moderate amounts to cover operating deficits or capital 
investments. This, of course, is the declining alterna-
tive, but there are still some examples. The second is 
direct public ownership by a city or county government, 
so that transit is in effect operated as a line department 
of the local government. There are a number of ex-
amples of this and, as long as there is no major demand 
for multijurisdictional services, it is a perfectly valid 
form of organization. 

The single-purpose, multijurisdictional authority that 
does not have separate sources of financing, which is 
by far the most common structure at the moment, was 
designed essentially to bridge the jurisdictional gap. 
The single-purpose, multijurisdictional authority that 
has some separate sources of financing, which could be 
considered either autonomous or semiautonomous, is 
a fourth type. These authorities usually have various 
kinds of borrowing power. Most of their borrowing does 
not require a separate referendum but does require 
legislative concurrence. In many cases in which these 
authorities are established by states, state legislative 
approval would be necessary. 

The last category is the multipurpose, multijurisdic-
tional agency that is largely self-financing. The most 
famous examples, of course, are port authorities that 
have toll crossings that provide the major cash flow. 
There are places in which the same thing can be done 
with surplus revenues from airports and seaports. 

The next section of the report will deal with key local 
policies, and the first part of the discussion will be on 
transit fares—not from the standpoint of their structure 
and level, which are being dealt with in a number of 
other UMTA reports, but from the standpoint that setting 
overall fare policy is the first step in determining what 
the deficit is and how much of a subsidy is required. 
After the deficit has been determined, the remainder of 
the budget must be accounted for either by financial 
assistance from outside the transit authority or, if that 
is inadequate, by going back to management to get deci-
sions on cost reductions. That means that management 
action both to reduce costs at given service levels and, 
more usually, to reduce service have to be considered 
by the operating authority. These choices will not be 
detailed in this section, but they are offered as a range 
of policy alternatives that can be worked through in a 
systematic fashion. The major cost reduction alterna-
tives will be outlined. 

The next section of the report will be on nonf are 
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sources of funds. This will consist of a general cata-
logue or list of local government fund sources other than 
transit operations, including advertising and terminal 
concessions. The first category will cover cash flows 
from direct benefits received by the providers of the 
cash flow, including value capture and special benefit 
districts. Most of these ideas are innovative as they 
apply to transit or have had very limited application. 
The second category will cover cash flows from indirect 
benefits or from transportation-related operations—
taxes or charges of all kinds on highway users and pos-
sibly on activities that directly benefit from transit ser-
vices, such as major entertainment centers. This 
category includes fuel taxes, automotive excise taxes, 
linense and registration taxes, tolls, and increased 
parking charges. 

The rest of this section will contain extended discus-
sions of each of the several groups of general taxes and 
charges. It will consider general fund financing as well 
as the full arrayof local government taxes for the pur-
pose of linkage (the transit need is discussed as a rea-
son for action, but there is no specific legal requirement 
that the money be spent for transit and nothing else) or 
dedication (the tax flows stralght through to transit and 
cannot be used for anything else). These taxes will be 
evaluated in a matrix of their advantages and disadvan-
tages for fund flows to public transportation. The tax 
groups include real property taxes (other than the spe-
cial district assessment), retail sales taxes, payroll 
or wage taxes, public utility taxes or charges, and ex-
cise taxes. 

By using the sources at hand, about 150 local actions 
in transit finance between 1970 and 1975 were surveyed. 
More than half simply transferred money out of general 
funds, which has the advantage that it entails the fewest 
commitments for specific financing and allows the great-
est flexibility for local legislative bodies. The real 
property tax is by far the most popular of the earmarked 
or dedicated taxes; it accounts for 50 to 55 percent of 
the cases. The sales tax accounted for 8 to 10 percent, 
and all the other taxes were relatively minor; more use 
was made of the gasoline tax than any other. 

The next section will briefly review state transit 
subsidy programs. These are in a constant state of in- 

crease and evolution. Most of the large urbanized states 
now have programs for both capital and operating assis-
tance to transit. These have a very wide variety of 
ground rules that, when added to the federal ground 
rules, cause serious administrative problems at the lo-
cal level. There will also be a summary of federal tran-
sit assistance programs and some comments on the ad-
ministration of section 5, which will be useful at the lo-
cal government level. 

The next section will discuss financing for special-
service clientele, focusing on the elderly and handi-
capped. This financing involves a complex of funds from 
other federal programs (primarily in the U.S. Departments 
of Health, Education, and Welfare and Housing and Urban 
Development, as well as some from the Department of 
Labor). It also involves funds from state and local 
agencies, both public and private. A major policy issue 
has involved whether these services to the elderly and 
handicapped, which often have numerous providers, each 
with its own financing, should be integrated with similar 
services in the existing transit operation. There are a 
couple of demonstration projects under way in this area, 
and it is hoped that the handbook will include some feed-
back from them. 

The final section will examine prototype institutions 
and review the possibilities for setting up plans and 
packages with major emphasis on operating assistance 
at the local level. From the standpoint of local officials, 
the base from which they start—besides the revenues 
from the transit operation itself—is (a) their section 5 
federal money and (b) whatever funds they receive on a 
regular basis from state assistance programs. In some 
cases, there is relatively little left to be done by local 
authorities; in others, because the states are doing noth-
ing, the local authorityhas a big job. 

The handbook may have an additional section that will 
review all of the arguments for and against operating 
subsidies for transit and will comment on the adminis-
tration of subsidies. The book will probably not address 
the question of how best to divide up the cost of the re-
gional system among the cities and counties that receive 
the service, which is an area of fierce controversy, but 
it will concentrate on how to raise the money to fund the 
deficit. 

Study on Transit Reve.nue Sources: Part 2 

Robert Witherspoon, Gladstone Associates, Washington, D.C. 

During the past decade, officials at all levels of govern-
ment have been increasingly faced with difficult decisions 
about financing transit. At the same time, there has 
been relatively little analysis to assist policy makers 
in this regard. This report sets forth some initial re-
sults of a study sponsored by the Urban Mass Transpor-
tation Administration (UMTA) that was designed to help 
fill this gap by assisting local decision makers in iden-
tifying the full range of transit financing techniques, 
more systematically assessing the pros and cons of each 
local case, and choosing among alternative courses of 
action. This brief review cannot, of course, cover all 
of the details and supporting analysis. 

PURPOSE AND SCOPE 

The specific objectives of this report are to review in-
novative financing techniques, many of which entail joint 
development and the related notion of value caputre, and 
to evaluate their financing potential, institutional feasi-
bility, and apparent promise for widespread application 
in the transit field. Typically, the innovative techniques 
covered here have been little used to pay for transit in 
this country, although they have been applied to finance 
other capital improvements. ("innovative financing 
techniques" as used in this report involves an introduc-
tion of financing techniques from one field to another, 
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e.g., from capital improvements programing to new uses 
in urban transportation, or from one area to another, 
e.g., from Canada to the United States. Moreover, and 
to anticipate a point made subsequently, the financing 
potentials of these "new" techniques tend to be modest, 
if measured against existing revenue sources for tran-
sit, e.g., the fare box, or typical financial require-
ments, e.g., the costs associated with major regional 
systems.) 

Since these innovative techniques tend to involve in-
vestment on land around transit facilities, a further 
focus of this report is on fixed-guidway systems. As a 
general rule, such fixed-guideway facilities as commuter 
lines, standard rail, light rail, and people movers tend 
to foster more focused private development than other 
forms of transit (buses or paratransit) and hence are the 
primary interest of this study. To facilitate analysis, 
these innovative financing techniques can be grouped into 
three broad categories. 

Land use regulation, usually over areas affected 
by transit improvements—Techniques include incentive 
zoning, special district zoning, dedications and exac-
tions, and use of the official map. Some of these can 
involve indirect financing, whereby the costs for transit-
related facilities are shifted from the public sector to 
the private sector. 

Taxes, assessments, and charges, typically im-
posed over limited areas in ways that attempt to relate 
the levy to benefits received—This category includes 
dedicated property taxes levied over a small local dis-
trict (as distinguished from those in San Francisco or 
Denver varieties, which are regionwide in application), 
tax increment financing, special benefit assessment, and 
service charges (either on a one-time or recurring 
basis) for connecting the transit station to adjoining prop-
erties. 

Public land acquisition, which commonly involves 
some assembly of property by government, although 
there is some variation—This includes lease or sale of 
air rights (already acquired in the course of transit con-
struction), lease or sale of supplemental property (nor-
mally acquired in excess of transportation rights-of-
way), and participation in or development of air rights 
or supplemental property (with the government assuming 
an equity position or acting as actual developer). 

A common denominator among these techniques is 
their reliance on private investment in land around tran-
sit facilities or station areas. Most innovative tech-
niques, in fact, require the development of new revenue-
producing land uses for their financing potential to be 
realized. Such techniques work well (and sometimes 
only) where very small real estate markets are strong 
and other development factors (e.g., availability of land, 
suitable zoning) are favorable. In some cases, other 
supporting actions by government (beyond transit im-
provements per se) may be required to trigger business 
investment and exploit financing potentials fully. 

TRANSIT FINANCING POTENTIALS 

It appears that a combination of innovative financing 
techniques could defray perhaps 5 to 15 percent of 
the capital costs associated with certain fixed-guideway 
facilities, e.g., a light-rail line constructed in a cen-
tral city or a small-area system such as a downtown 
people mover. These results, judged reasonable under 
an ambitious but achievable application of innovative fi-
nancing tools, are unlikely to revolutionize transit fi-
nance in any community. They do suggest an important 
contributory role that can be played by innovative tech- 

niques within the larger constellation of transit funding 
sources. 

This finding on financing potentials, although it is 
somewhat less than the 20 to 40 percent (or higher) sug-
gested in some previous studies, is not surprising in 
view of the substantial costs associated with most fixed-
guideway systems. Frequently, these systems are the 
largest single public works project ever undertaken in 
urban centers; capital costs mount into the hundreds of 
millions of dollars, and annual operating deficits (depend-
ing on fare structure and related factors) may amount 
to tens of millions of dollars. This finding certainly 
does not suggest that innovative techniques should be ig-
nored in formulating transit finance plans. Rather, the 
appropriate role of innovative techniques needs to be con-
sidered in the context of other available revenue sources 
and in light of local economic and political conditions. 

Most of the innovative financing techniques covered in 
the report have been successfully employed in U.S. cities 
to pay for a variety of capital improvements either di-
rectly or indirectly (e.g., through provision by the de-
veloper of public amenities as a condition of zoning ap-
proval). Many are legally feasible and practicable for 
transit applications. The most promising methods in-
clude tax techniques (dedicated property tax, tax incre-
ment financing, special benefit assessment), lease or 
sale of air rights already acquired in the course of tran-
sit construction, and incentive zoning in areas served by 
transit. 

Not all innovative financing techniques, however, need 
involve joint development or the related notion of value 
capture. A dedicated property tax or special benefit 
assessment, for example, could be applied to established 
properties without waiting for new construction or joint 
development. Likewise, tax increment financing does 
not capture added property values, since no new taxes 
are levied. 

Furthermore, it is important to recognize that the 
specific financing potential and institutional feasibility 
of innovative techniques requires a case-by-case analysis 
to take into account local conditions. Adequate local 
administrative resources and existing or available en-
abling legislation from the state are among the necessary 
institutional prerequisites. Consequently, it cannot be 
said that even the most promising techniques can be im-
plemented in every .  community. And even where the fi-
nancing techniques are institutionally feasible, local 
economic conditions will typically confine the scope for 
applying innovative financing techniques to a small num-
ber of locations (e.g., high-density transit station areas 
that are characterized by strong real estate markets and 
other favorable factors, such as suitable zoning and 
availability of assembled land). 

Where these conditions are not sufficiently favorable, 
it may still be possible to encourage private investment 
through incentives that may be used by the public sector. 
Generally, however, to the extent that such incentives 
entail additional public investment in transit station 
areas, there would be a corresponding reduction in tran-
sit financing potentials, at least for the immediate future. 

Analysis indicates that innovative financing techniques 
represent an untapped source of transit revenues that 
most localities have been slow to investigate. A major 
stumbling block in exploiting these potentials is that many 
transit agencies do not have the expertise to identify and 
pursue these new financing possibilities. Moreover, 
some local jurisdictions are small and most are hard 
pressed financially, two characteristics that adversely 
affect their ability both to hire professionals in this area 
and to engage in the extensive planning and entrepreneur-
ial activities called for by most innovative techniques. 
In addition, expertise in real estate development is less 
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available now, since urban renewal activities have been 
discontinued in many communities and redevelopment 
authorities have been dismantled. 

To exploit these potentials, therefore, most transit 
agencies must (a) develop their own teams of real estate 
development professionals, (b) work with local urban 
renewal authorities or economic development agencies, 

contract the work out to experienced development 
organizations (public or private), or (d) create a new 
entity (e.g., a transit-corridor development corpora-
tion). This may require new federal funding, e.g., 
federal financial assistance earmarked specifically for 
the acquisition of land or buildings within the entire zone 
affected by construction and operation of transit rather 
than limited to right-of-way. 

POSSIBLE PAYOFFS FROM INNOVATIVE 
TECHNIQUES 

As noted above, the specific financing potential and in-
stitutional feasibility of these techniques can be deter-
mined only through case-by-case analysis of local con-
ditions. In overall terms, however, the possible ad-
vantages of relying on these revenue sources include 

broadening the base of financial support for transit, 
establishing a more equitable basis for transit fi-

nance, and (c) enhancing the cost-effectiveness of public 
investment in transit. 

Broadening the Financial Base for Transit 

One consideration is that putting together the financing 
for any large-scale capital improvement is typically a 
complicated task that requires recourse to multiple 
funding sources from federal, state, and local govern-
ments and, frequently, private interests. Rarely can 
a single source of funds provide a satisfactory solution; 
usually some mix of public, private, and civic funding 
wiliprove most effective. Consequently, the financing 
potentials of innovative techniques (about 5 to 15 per-
cent of the capital costs associated with certain transit 
facilities) should prove important to many U.S. com-
munities, since there is growing agreement that transit 
needs to develop new sources of funds for operating and 
capital purposes. A related consideration is that, as a 
practical matter, innovative financing techniques rep-
resent one of the few untapped sources of funds remain-
ing for transit in this country. 

Establishing An Equitable Allocation 
of Costs 

Innovative financing techniques may also be worth ex-
ploring from the standpoint of equity, since the benefits 
of transit normally extend beyond direct users (regular 
riders of the system) to encompass both neighboring 
property owners and business interests in areas imme-
diately served by transit and the public at large. There-
fore, it may be equitable for the costs of transportation 

service to be borne not only by the direct users but by 
these other beneficiaries of the system. 

This thinking suggests an allocation of transit costs 
in a manner commensurate with benefits received, so 
as to spread the cost among the direct users (e.g., 
through fares), neighboring property owners (e.g., 
through levies on adjacent properties), and the public at 
large (e.g., through general-purpose revenue sources 
such as the sales tax). 

Enhancing the Cost-Effectiveness of 
Transit Investment 

Finally, judicious application of innovative financing 
techniques would be one way to exploit the broader prom-
ise of transit as a cost-effective public investment, with 
benefits beyond urban transportation alone. Thus con-
ceived, transit could be a means to multiple public ob-
jectives (e.g., revitalization of the central city, urban 
economic development, energy conservation). This 
larger potential of transit can be enhanced by most of 
the innovative financing tools considered in this report, 
which call for coordinated development of transit facil-
ities and land around stations. 

Such development, in turn, is frequently contingent 
on favorable market factors, the availability of assembled 
land at affordable prices, and supportable zoning. It is 
true that these development factors are largely beyond 
the immediate control of the transit agency once route 
alignments and stations are located and that they may 
be seen as a needless bother by some necessarily 
narrow-minded public officials who are primarily con-
cerned with the construction and operation of fixed-
guideway systems. But taking land into account during 
transit development would give the public an added pay-
off from its transit investment. 

Exploiting innovative financing techniques, for in-
stance, would entail substantially greater attention to 
development potentials in decisions about route alignment 
and station location than is currently the case in most 
transit planning efforts. Transit station areas planned 
in this manner—by virtue of their strong development 
potentials and superior accessibility— could become 
magnets for new activity centers with a mix of mutually 
supporting commercial, residential, and institutional 
development. 

For transit, too, there would be a payoff from such 
coordinated development. More intensive use of land, 
higher densities around transit stations, and new activity 
centers—all the natural consequences of coordinated 
development—could create and attract new transit riders, 
and greater rider ship is what a transit system needs in 
order to sustain its high operating costs and justify itself 
as a cost-effective investment. Seen in this broader 
context, innovative financing techniques could even create 
a self-executing economic incentive for public officials 
to implement the kinds of land use and development pat-
terns that support taxpayer investment in transit systems. 
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Many large urban centers are facing the challenge of 
regionalizing their transit services; this involves devel-
oping and financing organizations that can meet expand-
ing needs. The plans developed are frequently measures 
designed to meet financial crises, are specific to the 
area, and are usually negotiated and approved by a state 
legislative body. Such a situation led to development 
of Chicago's Regional Transportation Authority (RTA). 
In the spring of 1972, the governor of Illinois created 
the Transportation Task Force to examine the problems 
and develop a solution for legislative consideration. 

The six-county Chicago metropolitan area has a pop-
ulation of about 7 000 000. In 1970, slightly more than 
half (51.8 percent) lived outside of Chicago, while 
3 367 000 lived in the city. Nearly 60 percent of the 
suburban population lived in suburban Cook County, with 
the remainder residing in surrounding Lake, DuPage, 
Kane, Will, and McHenry counties. The characteristics 
of the existing transit service in the six-county area 
are tabulated below. 

Ridership as a 
Weekday 	Percentage of 
Ridership Total Transit 

Service Provider Vehicles (000s) Passengers 

Chicago Transit Authority 1000 86 
Rail cars 900 
Buses 2200 

Commuter rail 1000 265 11 
Suburban bus 360 60 2.5 
Satellite bus 75 13 0.5 

The Chicago Transit Authority (CTA) is the principal 
mass transportation carrier in the area. It serves all 
sections of Chicago and many surrounding suburbs. The 
CTA operates seven rail rapid transit routes and about 
133 bus routes. The commuter railroads, which are 
operated by eight carriers, serve 12 radial corridors 
with more than 200 stations in the six-county area. 
Suburban bus service is offered by four major public 
and private intersuburban carriers operating primarily 
in suburban Cook County and DuPage County. In addi-
tion, some 14 municipalities either provide or contract 
for intrasuburb feeder or local bus service. Satellite 
bus service is operated in four well-e stabli shed older 
municipalities, each about 65 km (40 miles) from Chi-
cago's central business district (CBD). 

Fares and miscellaneous nonoperating revenues 
(rents, advertising, concessions, and so on) financed 
most transit costs, especially operating costs, until 
the mid-1960s. Capital costs in northeastern Illinois 
have been financed by equity investments and loans from 
private sources, public funds for both capital improve-
ments and retirement of long-term debt, trade credit, 
and operating revenues. 

CTA's capital facilities have been funded by revenue 
bonds and equipment trust certificates, accumulated 
revenues (depreciation and other reserves) from the 
city of Chicago, and state and federal grants. The city 
of Chicago also furnished limited operating subsidies  

from state motor-fuel tax proceeds. 
Commuter railroads operate as divisions of larger 

corporations that, with two exceptions, are financially 
sound. However, all but one of the commuter divisions 
were operating at a loss in the early 1970s and these 
losses were being absorbed by the parent corporations. 
As these losses grew, the carriers periodically sought 
permission to raise fares or to reduce or abandon ser-
vice. As deficits mounted, railroad commuter service 
became increasingly dependent on state and federal 
grants. 

FINANCIAL NEEDS 

There was general concurrence that simply funding ex-
isting deficits would fail short of achieving a workable 
system of regional transit in northeastern Illinois. The 
improvements most frequently considered included re-
ducing bus fares in the off-peak periods, extending 
suburban bus services, coordinating services through 
purchase -of -service agreements or outright purchase 
and operation, instituting innovative services in low-
density areas, and operating specialized services for the 
elderly and handicapped. Other proposed regional im-
provements included standardizing and increasing the 
frequency of service on many of the commuter railroads 
and developing a universal transfer between carriers 
and between modes. Also needed was an authority staff 
with a strong orientation toward consumer needs, in-
cluding regional public information and marketing pro-
grams. 

Alternative programs for operating funds ranged 
from a low of $144 million/year (recommended by the 
legislative study commission) to a central city recom-
mendation of nearly $360 million. A compromise pro-
gram for fiscal year 1975 of $171 million in nonfare 
revenues was adopted. Capital needs were estimated 
at about $240 million/year through 1980. On the basis 
of matching funding under section 3, this would require 
about $48 million/year. 

A wide range of alternative revenue sources were 
seriously considered by the Transportation Task Force 
and at various public hearings. They included: 

Fares—The usual market solution of raising fares 
to meet revenue needs was rejected by almost everyone 
on the basis of the recent experience of carriers who had 
increased fares and curtailed service with a resultant 
loss of passengers. Resolution of this situation in the 
private market could only be met with further increases 
in fares and cuts in service ad infinitum. This alterna-
tive had little support, even in the outer areas of the 
region that had minimal public transportation. 

Motor-fuel tax—A tax on motor fuel was one of the 
more commonly suggested sources of revenue for sub-
sidizing public transportation. In many of the public 
hearings, automobile-related taxes were recommended 
as high priority sources of revenue to be considered by 
the legislature. It was estimated that a 1-cent tax in 
fiscal year 1974 would raise $37 million, $17 million 



229 

from Chicago and the rest from the suburban areas. 
Motor-fuel taxes are currently collected from distrib-
utors rather than from retailers, many of whom sell to 
retailers both within and outside the six-county region. 
Thus, a tax directly on the retailer would require ad-
ditional accounting procedures and would add to admin-
istrative costs. 

Sales tax—Retail sales, service, and use taxes 
provide a broad tax base and a relatively low rate can 
produce substantial revenues. A 0.5 percent regional 
sales tax would generate nearly $91 million, 61 percent 
of which would be generated outside of the city of Chi-
cago. 

Sales tax on gasoline—This approach posed a 
variable tax rate of up to 5 percent on gasoline. Since 
the RTA board, not the legislature, would impose this 
tax, it was more attractive to the General Assembly 
because the issue of accountability was left squarely 
with the RTA board. The estimated yield from this tax 
for fiscal year 1975 was about $60 million. It was esti-' 
mated that about 37 percent of this tax would come from 
Chicago residents, 38 percent from those living in sub-
urban Cook County, and 25 percent from those in the 
other surrounding counties. One of the advantages of 
this tax over the standard motor-fuel tax (the cents-per-
liter approach) would be that the revenue yield 'would 
increase as the cost of gasoline increased. 

Income tax—Relative ease of collection, limited 
regressivity, strong rate of growth, and an ability to 
generate sizable revenues made an income tax an attrac-
tive potential source of funds. The estimated yield was 
approximately $83 million for a 0.33 percent tax in the 
six-county area. Its principal disadvantage was that it 
lacked political acceptability. 

City contribution—This was especially acceptable 
to the suburban and downstate legislators who felt that, 
since most of the subsidy was needed by the CTA, the 
city of Chicago should make a financial contribution. 

Parking—A tax on parking space was another 
automobile-related tax that was proposed to be imposed 
by the RTA board rather than by the General Assembly. 
The primary purpose would be to tax all-day parkers 
who commuted to Chicago's CBD. It would yield an 
estimated $10 million/year. In addition to producing 
revenue, the intent of the tax would be to discourage 
the use of automobiles, lessen pollution, and ease traf-
fic congestion. 

Utility tax—Although this source would bear little 
relationship to the benefits-received or ability-to-pay 
principles of taxation, it was regarded by some as a 
highly lucrative source of funds. A one percent tax, it 
was estimated, would generate $38 million in the region. 

State lottery—At the time the RTA and companion 
legislation was being considered by the legislature, 
Illinois did not have a lottery. It was estimated that a 
lottery would generate about $60 'million/year, half of 
which might go to public transit. 

Many legislators agreed that, regardless of the source 
of funds, the preservation and improvement of the re-
gion's public transportation system would require sizable 
amounts of public funds. There was fairly substantial 
agreement that the proposed RTA should have significant 
revenue -collection powers of its own and that these 
powers should be indigenous to the areas served. 

KEY PROVISIONS OF THE RTA 
ENABLING ACT 

After considerable legislative input, the General As-
sembly passed the RTA act at its third special session 
in the fall of 1973. The fact that approximately'half of 

the metropolitan area's residents lived in Chicago and 
the other half in the suburbs minimized the potentially 
explosive issue of control of the RTA board by any one 
subregional faction. 

On the basis of the principle of proportional represen-
tation, four directors are appointed to the board to rep-
resent Chicago and four to represent the suburban areas. 
The four Chicago directors are named by the mayor and 
city council, while two of the suburban directors are ap-
pointed by the Cook County commissioners from outside 
Chicago, and the other two by the chairmen of the five 
county boards outside of Cook County. These eight part-
time members elect, by a three-quarters majority (six 
votes), a ninth full-time member to serve as chairman 
and chief executive officer of the RTA. On such key issues 
as adopting an annual budget and program and passing board-
imposed 

oard-
imposed taxes, a two-thirds vote of the directors (six votes) 
is required for adoption. This is intended toprevent any 
single regional faction from dominating the RTA. 

The legislation gives the agency strong budgeting powers 
as well as a statutory requirement for short-range transit 
planning. The act required a special referendum to be held 
with the regular primary election in March 1974. The 
referendum passed, but by less than one percent of the 
1 356 000 votes cast in the region. 

The financing package that finally evolved includes a 
diversion of certain existing state revenues to the new 
RTA and the imposition of two new taxes that would re-
quire the affirmative vote of two-thirds of the board. 
In addition, the act designated the RTA as the primary 
public body in the region to apply for and receive grants, 
loans, or other funds relating to the area's public trans-
portation systems. Specific revenue sources and antici-
pated revenues are shown below. 

Estimated Revenue 
in Fiscal Year 1975 

Funding Source 	 ($000 000s) 

Diversion of existing state or local revenues 
'32 of net revenue from sales tax raised in 
the six-county area (state diversion) 80 

$14 from each motor vehicle registered in 
the city of Chicago (state diversion) 16 

Contributions from city of Chicago and 
Cook County 5 

Subtotal ioi 
RTA board-imposed taxes 
5 percent sales tax on motor fuel sold in 

region 60 
Long-term (all-day) parking tax 10 

Subtotal 70 
Fares '  252 
Total 423 

Diversion of state revenues was initiated shortly after 
the referendum was passed. The parking tax has not 
been implemented. In addition to being controversial, 
the parking tax would not generate a significant amount 
of revenue. Imposition of the gasoline tax has also been 
very controversial. About 2 years after the board went 
through its initial organizational processes, there'was 
an effort to implement this tax. Suburban members were 
reluctant to passthe tax because most felt that, while 
the revenues would be generated primarily in suburban 
areas, they would be spent largely on services in Chi-
cago. However, when the board faced a serious finan-
cial crisis in the spring of 1977, the tax measure was 
passed with the stipulation that considerable suburban 
services would be implemented and also that the tax 
would expire in 2 years, permitting further board review. 
The tax went into effect December 1, 1977. 

In order to get the board-imposed taxes approved by 
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the legislature, the legislation required that two-thirds 
of the taxes collected within each area (Chicago, subur-
ban Cook County, and each of the five outlying counties) 
had to be returned to that area. As a result of amend-
ments after the RTA referendum, this provision was 
further strengthened, and the two-thirds return figure 
was changed to 100 percent. 

In addition to diverted state revenues and those im-
posed by the board, the RTA has significant power to 
issue bonds. The enabling legislation permits the board 
to sell bonds up to a maximum of $500 000 000 outstand-
ing. These bonds are not backed by state revenues, 
however, but by first lien on RTA revenues. In addi-
tion, as a sweetener to the suburban areas, there is a 
$75 000 000 provision for bonds for facilities outside of 
the city of Chicago. The latter are backed by state 
revenues and would be general obligations of the state 
of Illinois. 

Although the RTA is still in its infancy, it has made  

some dramatic improvements in sustaining, coordinating, 
and improving transit in the six-county region. Although 
it is still a subject of considerable controversy, it has 
instituted purchase -of -service agreements or other ar-
rangements with each of the commuter rail services, 
standardized local and regional fares, implemented new 
suburban bus and rail services, and established univer-
sal transfer between all bus and rapid transit services. 
Extension of the transfer privilege to the commuter rail 
services is currently under study. Marketing has been 
vastly improved, and ridership has improved as a result 
of these very positive steps. 

Financing continues to be a critical issue, however, 
as it is with most transit agencies. The RTA, like other 
U.S. transit agencies, will be concerned, on the one 
hand, with productivity analyses on the use of funds from 
present sources and, on the other, with a continued 
physical improvement of the region's transit system and 
additional sources of revenue to finance these improvements. 

Case Studies on Increasing Transit Revenues: 
Baltimore 

Walter J. AddisOn, Maryland Mass Transit Administration, Baltimore 

Baltimore is in a unique situation in the country, be-
cause it is probably the only operating transit property 
that is owned by a state department of transportation. 
The Maryland Department of Transportation is unique 
among state departments of transportation in that it is 
an operating transit agency. It is also an operating 
agency with regard to the Baltimore -Washington Inter-
national Airport, the Port of Baltimore, and a number 
of other things; 

Traditionally, departments of transportation are 
highway departments with a new name on the door; some 
small subdivisions are created within the department 
to give financial aid to other modes of transportation. 
This is not the case in Maryland. The Metropolitan 
Transit Authority of Baltimore was absorbed into the 
Maryland Department of Transportation in 1971, the year 
of the department's creation. 

The department's financial structure rests on a con-
solidated transportation trust fund. These are special 
funds of the state of Maryland, not the general funds. 
All transportation taxes and revenues and fees are 
budgeted into this transportation trust fund. It consists 
of such varied types of income as fares from the transit 
system, gas taxes, titling taxes, drivers' license fees, 
port fees, airport fees, and anything else that is related 
to transportation by tax or by direct charge. 

Against this, of course, are budgeted all of the operat-
ing costs of the various modal administrations and the 
department as a whole. In fiscal year 1977, the transit 
operations have an operating budget, excluding capital 
programs, of about $49 million to run the bus system 
in the Baltimore area. This covers 970 buses, a 2600- 

2  (1000-mile2) service area, and 1428 bus drivers, 
who carry about 91 to 93 million passengers a year. 
Revenue from the fare box, advertising, charters, and 
so forth is about $31 million. 

Under the Metropolitan Transit Authority, in 1970 
and 1971, operations were making a profit. Somewhere  

between the first and second quarter of 1972, when the 
Department of Transportation came into being, transit 
crossed over from the black to the red, and it has been 
in the red since. Of course, transit revenue is a com-
ponent of a larger system. Baltimore does not really 
have a separate balance sheet for transit but, for house-
keeping and management purposes, there is, in effect, 
an operating balance sheet. 

How can revenue be increased in transit operations? 
One way is to increase ridership. This, of course, is 
only one side of the coin, and good management practice 
would dictate keeping an eye on how much costs would 
go up in the effort to increase ridership; the net effect 
could be either an increase or decrease in the deficit. 

In October 1968, while the Baltimore Transit Com-
pany, was under private ownership, there was a 26-day 
transit strike. Fares were increased after the strike 
to a base fare of 30 cents, and that fare has been main-
tained. An increasing deficit led to the determination 
in late 1975, about the time the section 5 program began 
to come into effect, that it was time for a fare increase. 
Certain goals had been set in anticipation of receiving 
some section 5 money in the form of an allocation that 
would increase over a period of years. It was hoped 
that the net deficit to the state could be stabilized with-
out further fare adjustments. 

Although the base fare was 30 cents, there were some 
zone fares, but the system was very ragged and incon-
sistent. Most transit trips are oriented to the downtown 
area, and it was basically inequitable for people who 
lived in one suburban area to pay less than people in 
another area for a trip downtown of equal distance. A 
new tariff system was proposed that was based on a 
concentric-ring zone system. The new zone-fare sys-
tem is based on distance from the edge of the central 
business district (CBD), which is fairly square in shape. 
Zone 1 is within a circle whose radius is 8 km (5 miles) 
from the periphery of the CBD. There is another zone 
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circle every 3 km (2 miles) out from the CBD. Zone 
fares had been 10 cents additional for each zone, and 
the new system had a maximum of 10 zones. Zone fares 
are not assessed if the trip lies within not more than 2 
zones other than zone 1, so that people who might travel 
through 2 suburban zones while never going downtown 
would pay approximately the same fare as if they were 
traveling an equivalent distance within zone 1. 

The charges for peak and off-peak service also 
seemed inequitable. In a sense, transit operates on a 
demand basis as any utility does, and the amount of in-
vestment in plant, equipment, and stall is essentially 
based on the demand during peak service. Therefore, 
those who use the service during those high-demand 
hours should bear the higher burden of fare, just as they 
do for the telephone or electricity. The original 30-
cent flat fare in the rather irregular base zone was 
raised to a 35-cent off-peak fare and a 40-cent peak 
fare, with a 10-cent additional fare for each zone. Also, 
since the base had shrunk, some people who were in 
zone 1 before were now in zone 2 and would have to pay 
a zone fare. However, riders were paying approxi-. 
mately the same fare by length of trip and time of day 
no matter where they lived and no matter how they 
traveled. 

Premium service was also made available. On the 
standard-route local service, the bus stops at practi-
cally every corner inbound and outbound, and it takes 
a long time to travel. Now there is a limited-service 
express that picks up in an outlying area and then stops 
only at major transfer points along the route. There 
is also an express service that provides local service 
in the outlying pickup area but does not stop at major 
transfer points although it follows the same route as the 
local bus. A premium express service is usually 
coordinated with a park-and-ride facility; the bus will 
make some local pickups or will pick up at a parking 
lot and then travel the most expeditious route, perhaps 
by freeway to the CBD. Along with this three-level 
service, there is a three-level premium charge: 5 cents 
for limited, 10 cents for express, and 15 cents for pre-
mium express. 

The senior citizens and handicapped, if they can ride 
the transit system, are issued a plastic identification 
card that looks something like a credit card. They can 
buy special 15-cent tokens at banks, department stores, 
drug stores, and similar outlets. They formerly could 
only use the tokens during the off-peak hours, but since 
the fare change they can use them any time. 

After public hearings, the fare changes went into 
effect in March 1976. Revenue increased by about $3 
to $4 million/year, but there was some decline in adult 
ridership. The old formula predicts that every 1 per-
cent increase in fares will be accompanied by a 0.33 
percent decrease in patronage; the effect in Baltimore 
was probably only half of that. The decline in ridership 
from March 1976 to March 1977 was partly due to resis-
tance to the increased fares but was also affected by 
unemployment in the Baltimore area and other social 
and economic issues. Now, ridership is about 6 percent 
more than that of a year ago. 

Another way to increase fare revenue is to assure 
that the fares are collected. This requires very care-
ful fare-box control. Closed-circuit television was 
installed in the vault-pulling areas in the various gar-
ages to make sure that the vault pullers and their 
handling of the money between the vaults and the main 
collection room are watched. A counting machine was 
developed and built that can handle about $90 000 to 
$100 000/d in coins; this reduced by half the staff re-
quired to count the money. That room is also under 
very careful closed-circuit television surveillance to 
make sure that the money that goes in the fare box gets 
to the counting machine and that it is counted, bagged, 
and deposited properly in the Federal Reserve Bank. 
There is probably some small loss during that process, 
but it is hard to define and may not be worth the effort 
to counteract. 

A bigger problem is whether the money is getting into 
the fare box in the first place. Without registering fare 
boxes, it is possible to beat the fare-box system. To 
control this, an out-of-town group of agents comes into 
Baltimore on an irregular basis and rides the system 
in order to check how the driver is handling things. The 
last report indicated that the agents could not beat the 
system; the drivers were very careful. So it is probable 
that a high percentage of fare revenue that is owed is 
actually collected. The operators and union people know 
that this checking is done from time to time. 

There are some other small opportunities for inciden-
tal revenues, such as selling advertising space on the 
bus. This source brings in $250 000 to $300 000/year, 
but it damages the brushes of the bus-washing machines 
and, during election year, selling the space to various 
campaign groups occasionally causes some political 
problems. It may not be worth $250 000 to $300 000 
out of a $32 million annual income. 

Another source of revenue is charter service and 
special services. The Maryland Department of Trans-
portation does not have interstate rights, and it can only 
charter buses to travel in Maryland; this obviously limits 
the marketability of that source. There are no group 
provisions in the labor contract, so the operators are 
paid the same rates as for regular service and, in some 
cases, overtime. Therefore, transit's rates for charter 
service are not competitive with those of private opera-
tors, and this produces only a minimal amount of income. 

As to the whole balance of costs and revenues, one 
of the areas that is most expensive is labor; the work 
rules and provisions in labor contracts can be extremely 
costly. Most major properties have their union con-
tracts settled in the mayor's office at midnight of the 
last night of the contract. That is not the way to negoti-
ate and settle labor contracts that result in minimal 
cost and maximum productivity, but elected officials 
dealing with large labor unions do not operate as good 
managers. Most transit authorities have governing 
boards whose members are elected officials or are 
elected to the transit board or represent politically 
prominent elected officials; under those circumstances, 
any expectation of a hard line on labor or a rough fare 
policy is unrealistic. 
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The Southern California Rapid Transit District (SCRTD) 
has been able to expand its operating funds significantly 
during the past few years, as have most other operating 
agencies, by taking advantage of some new sources of 
funds. In 1969, SCRTD operated out of the fare box. 
State funds came along in 1970, some local support be-
gan in fiscal year 1973, and the first federal operating 
funds came in fiscal year 1975. 

State funding has been and continues to be the most 
important source to supplement the fare box. State funds 
even exceeded fare revenues in fiscal years 1975 through 
1977, as can be seen in Figure 1. Almost all of the 
state funds are derived from the 0.25 percent sales tax 
levied under California's Transportation Development 
Act (TDA). Although this source was provided by the 
state legislature, it has some of the characteristics of 
a local funding source in that the tax proceeds are re-
turned directly to the county in which they were col-
lected; the state does not impose any redistribution 
among counties. The TDA funds qualify as the local 
share to meet federal matching requirements. They 
have made it possible to maximize the use of available 
federal operating funds. 

The county of Los Angeles is the primary provider 
of operating funds from within the area served, but the 
actual source of the county funds is federal revenue 
sharing. The primary effects of the county funds were 
to lower the fare at the time of the energy crisis and 
to initiate a large growth in service, which was then 
maintained by the input of federal funds. 

County funds constitute the controlling interest. Each 
year, after considerable positioning and bargaining and 
eleventh-hour decisions, the county contribution is set. 
It controls because it is provided to meet the deficit 
remaining after all other sources have been fully used. 
If additional funds should become available during the 
year, the county contribution would be cut back accord-
ingly, but it cannot be enlarged if the funding gap should 
prove larger than expected. 

As a result of this bargaining process, only about 
hail of the county funds actually support an increment 
of service. The other half supports a senior-citizen 
fare discount increment beyond the federally mandated 
level. Federal operating funds are also inherently con-
strained in this fashion; in the current fiscal year, about 
12 percent of the section 5 funds must be used to sub-
sidize the low fare for elderly and handicapped persons 
rather than provide a higher level of service. 

The state, or TDA, funds have been quite free of 
constraints on system management. Currently, legisla-
tion is being written to ensure that productivity is main-
tained, but the legislators are not trying to set the op-
erating parameters for managers. The emphasis of the 
new legislation is on more thorough and consistent re-
porting requirements and on regular performance and 
financial audits. 

There is one revenue component that deserves men-
tion even though it is too small to show up in Figure 1. 
A year ago, a minibus shuttle service was begun to help 
solve a severe entertainment-related parking problem  

in Westwood, one of the numerous downtowns of Los 
Angeles. The SCRTD board requires that any service 
provided for the exclusive benefit of a specific local 
area be subsidized from sources other than general area-
wide funds. Through a joint effort of the Los Angeles 
City Council and local businessmen, parking meter rev-
enues were made available to support the bus service. 
These are revenues that normally would be used to con-
struct more off-street parking. 

Why has Los Angeles been able to gain so much non-
fare revenue from the same sources that furnish only 
smaller proportions of the total revenues in other large 
cities? The dominant reason is that, even though SCRTD 
has a large bus operation in absolute terms, the system 
is actually rather small in relation to the population of 
the area served. Therefore, funds based on the popula-
tion of the area (a reasonable basis in many respects) 
tend to allow rapid initial service buildup. 

SCRTD's ability to finance significant growth may 
turn out to be short-lived. There is concern over the 
long-term magnitude of transit's subsidy requirements, 
and the future seems to promise rhetoric about produc-
tivity in lieu of increased financial support. At the same 
time, there is growing interest in alternative service s—
paratransit rather than the automobile. Of necessity, 
then, SCRTD is turning again to the fare box. 

There may have been some good reasons for lowering 
fares in the mid-1970s as public support increased, but 
people quickly get used to a low price, and it is difficult 
to raise fares again. Nevertheless, there seemed to be 
a general feeling that present users should pay a higher 
portion of costs. 

In California, 'the legislative analyst is influential in 
any matters related to legislation and, without giving a 
clear rationale, the legislative analyst said that the user 
should be expected to pay at least 40 percent of the op-
erating cost of public transportation. A rationale that 
leads to approximately the same result is based on the 
minimum cost of public transportation. This is what the 
cost would be if cost were not demand dependent, that 
is, if all the demand that could be accommodated were 
present. This would result in a maximum practical 
average passenger occupancy of the buses of about 30 
persons (a guess). A fare that would cover the cost of 
such an operation would cover about 40 percent of the 
cost of the SCRTD system as it currently operates. If 
fares are set below this level, an awkward situation 
arises. Even if lines are run with unacceptable over-
loads, fares do not cover the cost of providing the ser-
vice, but people automatically assume that a lot of money 
is being made if an overload situation occurs. 

The 60 percent subsidy can be viewed as support for 
an acceptable frequency of service, a subsidy needed 
because that unlimited demand on which the minimum 
fare level is predicated does not actually exist. If the 
greater density of riding that once characterized transit 
is regained, service can be increased on the basis of 
additional fare revenues. Of course, there may have to 
be further public support to make present levels of ser-
vice acceptable. 
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Figure 1. Annual operating revenues by source in actual dollars. 
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Figure 2. Annual operating revenues by source in constant dollars 
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Making the fare structure more equitable is a way 
to gain more revenue with the least loss of passengers. 
In the SCRTD system, even with a simple ring-zone 
system, the effective fares per kilometer varied among 
passengers by a factor of 10 to 1. A full-fledged staged-
fare system would have been too cumbersome. Rider-
ship data showed a very consistent relationship between 
average ride length and stop spacing; very few.people 
are willing to endure more than 20 or 30 stops. 
SCRTD's local service on surface streets attracts rides 
that average 5 km (3 miles) in length, but service on 
freeways attracts rides of more than 9.5 kin (6 miles). 
This distinction between observed riding patterns led 
to a fare structure that ignores travel distance on local 
lines but levies distance-step charges for freeway 
travel. 

In general, there is a choice between faster freeway 
service at a higher price, and slower street travel at 
the lower flat fare. Consequently, there has been some 
noticeable switching between local and express lines—
an individual testing of cost/benefit ratios. The average 
absolute subsidy per express rider is still higher than 
for local riders, but it is about the same as a percentage 
of costs. The question of whether the subsidy per pas-
senger on express lines should be as low as for local 
services remains to be answered. 

It appears that fare revenue will make up 40 percent 
of the costs of operation as targeted. This means a rate 
of revenue generation about 15 percent higher than that 
of 1976, with almost a third of this increase being at-
tributed to restructuring; the impact on ridership is about 
what was expected. 

In the early part of this decade, it was feared that 
transit subsidies would simply increase wages or en-
courage inefficient service, and wages did increase sig-
nificantly, of course. But the steeply increasing plot 
of total revenue portrayed in Figure 1 does not tell the 
whole story. In Figure 2, those revenues are shown in 
constant dollars, deflated by the amount of the consumer 
price index for the Los Angeles area. 

At the time that the rapid increase in service was 
getting under way, it was commonly assumed that pas-
senger response would lag considerably behind, service 
improvement. For the system as a whole, that pessi-
mism was not borne out. The number of passengers 
climbed about as rapidly as service was added. Any new 
service takes time to mature, of course, and most of 
the new services that were instituted may never approach 
the system's average productivity. But the same system 
effect that hurts in a decrease is working for us as ser-
vice increases. An expanded system tends to attract 
riders to the older services as well as to the new ones. 
Some of the rapid rise in demand would have to be attrib-
uted to the energy crisis, of course, and perhaps to the 
lowering of fares, which came as the crisis was winding 
down. 

On the cost side, productivity will be improved by 
innovation. New hardware will be of some assistance, 
but new methods of managing resources will probably 
be more important. The first step is to be able to mea-
sure inputs and outputs satisfactorily. The reporting 
requirements in section 15 of the Urban Mass Transpor-
tation Act may lead to a system of measurements that 
will say how well one operator does in relation to the 
rest, but the requirements will not measure internal 
productivity improvements. SCRTD has been building 
its own information base for several years and has one 
of the better ridership monitoring programs in the United 
States. 

The basic resource for the program is the riding 
check, which entails recording the number of passengers 
boarding and alighting at each stop along a route, as 
well as the type and amount of fare paid by each passen-
ger. This results in a number of useful reports, which 
are used to guide planners in making the service adjust-
ments that are required to increase productivity. 
Changes in productivity can be tracked, and management 
can be made aware of which lines require special atten-
tion. 

SCRTD must continue to become more accountable. 
People tend to view all tax sources as local, and they 
want their share returned in the form of service. In 
Los Angeles, perhaps to a greater degree than else-
where, this concern for one's full share seems to dom-
inate any tendency to support a service for the benefit 
of the region as a whole. Political advantages are per-
ceived by many local elected officials in controlling the 
resources and operation of their 'own local bus system 
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as opposed to being served by the regional carrier. How-
ever, people may see the need for supporting SCRTD 
if they are convinced that they are now being treated 
fairly. 

To provide accountability, SCRTD is developing a 
system of area accounts. Operational and ridership 
data are broken down by census tract, and it can be re-
aggregated according to any meaningful area definitions, 
such as planning areas, municipalities, or councilemen's 
districts. Then it can be related to demographic data, 
so that political determinations of fair distribution can 
be made. 

Environmental concerns and impending declines in 
energy resources would seem to point toward significant 
expansion of transit services in the long run. It is hard 
to be optimistic about financial support in the short run, 
however. Any funds that can be made available must  

be used to improve service, rather than to make up for 
deficiencies in resource management. A major effort 
will be made to demonstrate productivity gains to the 
analysts who tend the purse strings. 

Transit operators, however, cannot control all of the 
important factors. Funding mechanisms have a large 
impact on service deployment and on productivity. For 
example, federal operating funds are distributed so as 
to reflect densities of urbanized areas. Within Los 
Angeles County, these funds are distributed according 
to bus-kilometers of service. It is easiest (least costly) 
to put bus-kilometers in the least dense areas, so that 
is where most of the federal and state subsidy money 
has gone. If there is a problem it is not that transit op-
erators are unresponsive to the will of the funding 
entities, but that they do exactly what they are coerced 
into doing by the funding mechanisms. 

Case Studies on Increasing Transit Revenues: 
Atlanta 
Terrell W. Hill, Chicago Transit Authority 

In 1968, a proposal for public transit in Atlanta was 
pushed too quickly into referendum and was defeated; 
at that juncture there was great puzzlement over what 
would happen to Atlanta. The Chamber of Commerce 
had sponsored a study that indicated, among other things, 
that without a major transportation system Atlanta sim-
ply might not survive. But getting a transit system in 
Atlanta was no easy proposition. 

Atlanta has an irregular terrain, and there is no 
rectilinear grid system anywhere in the community. 
Downtown was at a place called Five Points, and the 
road network was built from Five Points with practically 
no parallel streets. Atlanta proper is split between two 
counties. Its urbanized area probably covers nine 
counties. The city of Atlanta has a population of prob-
ably 500 000; within Fulton County, it is probably 
800 000; within De Kalb County, there are 400 000 more 
people. 

In most states it would be possible to form an author-
ity that takes in several counties but not in Georgia, 
where the concept of a state -authorized local authority 
is more like a state -authorized local joint venture. 
When the 1968 proposal, which had involved an ad valorem 
property tax, was rejected, a number of problems were 
left unsolved—financial, legal, urban design, and trans-
portation. 

The better part of the fall of 1970 was spent taking 
the 251 members of the Georgia State Legislature to 
lunch, one at a time, to explain the purpose of public 
transportation. Once that was done, it was possible to 
go to the state legislature and ask for a plan to make it 
possible to have transit in Atlanta. A key meeting was 
held in the mayor's office one morning; all members 
of the bodies that appointed the board of directors of the 
transit authority were invited to discuss what to ask of 
the legislature. The meeting developed into an acrimo-
nious debate. 

The black community in metropolitan Atlanta was 
clearly opposed to having a sales tax; they favored an 
income tax, because an income tax meant that much of  

the black community in Atlanta would pay no tax, while the 
richer people in the suburbs would pay it. The suburb-
anites, in turn, countered that to be fiscally responsible 
there had to be a sales tax. A payroll tax was also con-
sidered. 

The options were a 1 percent payroll tax, a 0.5 per-
cent sales tax, or a 1 percent income tax. Although 
those options were the most feasible, 19 other taxes were 
considered as well. A wheelage tax on vehicles would 
have brought in about $30/automobile, but there were not 
that many vehicles in the area. A gasoline tax of about 
1 cent/L (4 cents/gal) was expected. An ad valorem tax 
and value capture were also considered. 

As the discussion in the meeting raged back and forth, 
the mayor asked how many people ride the system. On 
the basis of this figure, he did a calculation and announced 
that, for an additional 0.25 percent sales tax, everyone 
could ride free. He therefore proposed a 0.75 percent 
sales tax and no fares. For about 3 days nothing hap-
pened, but then all the phones began ringing. It seemed 
that every newspaper in America wanted to know about 
this exciting proposal. Suddenly, the issue was not 
whether to build a transit system and whether to take 
over the private bus operation but what the fare was going 
to be. The debate on how much to charge for the tran-
sit system became an enormous issue; there was no de-
bate on whether to have it. 

The black community, which had been violently opposed 
to the sales tax, suddenly began to realize that a transit 
fare was far more regressive than a sales tax, and that 
it was in its vested interest to have the sales tax and 
free rides, so they argued very strongly for no fare. The 
suburban contingent from De Kalb County and North Ful-
ton County argued that there absolutely had to be a fare 
for the sake of fiscal responsibility and proposed a fare 
of 30 cents. They finally settled on 15 cents, which the 
mayor accepted with the proviso that there be a flat fare 
across the region. That..eliminated trying to set up 
zones, which at that time would have been nonsensical. 

The choice of a 15-cent fare turned out to be a great 
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disadvantage. The polls showed that the blacks did not 
believe they would really ever get a transit ride, for 15 
cents. Meanwhile, the white community didnotbelieve 
it either; it would be too irresponsible. All of the polls 
showed there would have been about 85 percent support 
in the black community for a 25-cent fare. As it was, 
there was considerable doubt as to whether the referen-
dum could pass. In fact, the issue was won by 50.01 
percent in the white community and 50.01 percent in the 
black community with an overall margin of 467 votes. 

In the state legislature, the vote was for a 1 percent 
sales tax and free fare. Since transit puts up all the 
money, the final decision was for a 1 percent sales tax 
and a 15-cent user charge. That raised about $4 mil-
lion/month, only slightly less than what it is generating 
today. In 15 years, it is estimated that it will raise 
$944 million for the transit property. Much of that 
goes into the operating subsidy, of course. Another 
large part is used to fund the building of the rapid tran-
sit system or to pay the interest on the money borrowed 
to keep the program moving; 22.5 km (14 miles) of the 
system is under construction. 

Transit in Atlanta needed a great deal of planning 
from the outset: A legal plan, because the law was bad 
and had to be changed; a financial plan to raise the 
money; a transit design plan for a rapid transit system 
and the bus system; a political plan and an informational 
plan; and an equally important urban design plan. The' 
building of a major transit system in Atlanta seemed an 
opportunity to do more than just haul people to work. 
It could help make the city work. Its impact could be 
used to benefit the community and its citizens. The 
notion of public benefit of this sort raises the question 
of value capture: Who is going to benefit and under what 
conditions and how? There is an enormous opportunity 
for value capture by the Metropolitan Atlanta Rapid Tran-
sit Authority (MARTA) as the rapid transit system is 
built. 

MARTA is building four types of stations. One is the 
downtown station that people walk out of into the central 
business district. At the other end of the line, out at 
the perimeter highway, there is an enormous parking 
lot so that people can get on transit to go to town. In 
between, there are two types of stations. One is for the 
older residential communities that have a few neighbor-
hood shops. The building of transit stations permitted 
the reversal of falling property values and could help 
to stop the decline of places like Decatur. The fourth 
type of station is called a community' center station; it 
is not located in relation to anything that is already there 
but to what could be done in the future. This was done 
particularly in the western area of Atlanta, where there 
was no development. 

In value capture, a small piece of land is bought with 
public funds, and it is then used for the development of  

something and sold off. It permits some profit, but it 
is also a gamble, a bet on development. For example, 
the property value of the Mission Street station in San 
Francisco has probably declined (not in terms of real 
dollars, but in terms of constant dollars) from what it 
was when it was built. On the other hand, the concept 
of value capture in San Francisco at the Embarcadero 
station worked., 

It Atlanta, MARTA's greatest value-capture oppor-
tunity may be generated by a station called Indian Creek 
Road. This station is in the middle of a 4000-automobile 
parking lot at the end of the perimeter highway, where 
three roads enter it. The station serves an enormous 
part of the Atlanta area that is basically undeveloped to-
day, and it has a perimeter highway running north and 
south. You can get to that site in an automobile more 
easily than you can get to any other site, but there is 
nothing in the area it is being built in. Suddenly a land 
boom is taking place, and the value of the houses in the 
Indian Creek area has increased by $3000-$ 5000/house, 
simply because of their accessibility to the transit sta-
tion. These values can be caputred for the community 
and, in fact, are being captured in terms of an increased 
ad valorem tax base, which benefits the community. 

Most states, like Georgia, prohibit the transit author-
ity from buying real estate it cannot prove it absolutely 
needs for transit. MARTA, then, apparently has no 
value-capture opportunity. However it could, for in-
stance, buy a flat lot covering 10 hm (25 acres) for a 
4000-automobile parking lot and, as land values go up, 
cover 2 hm2  (5 acres) four stories high and sell off2hm2, 
or 8 hm2  (20 acres), for high-rise office buildings and 
build complexes adjacent to the transit station. But 
MARTA cannot plan such a thing, because the state law 
says it cannot. 

Value capture provides a great opportunity. It is also 
very dangerous to tinker with. But taxes have a 'similar 
risk component. If taxes are increased, the value for 
the property owners is reduced and, since they are in 
there for a profit, they may leave. 

Urban design was the key to the building of the Atlanta 
system. The building of the transit system was far more 
than just that. It was the building of a new way of life 
and a higher quality of life; it rebuilt metropolitan Atlanta. 
It was attempting to meet many goals. Value capture, if 
it occurred, should go to the entire community; therefore 
the decision was made, openly and candidly and early on, 
that under no condition would there be any attempt to 
extract profit out of the building of something associated 
with transit. If property values increased, the commun-
ity could gain in terms of higher ad valorem property 
taxes. Transit would gain from an urban design plan 
that would ultimately improve ridership on the transit 
system. The decision was to use transit to benefit the 
city and to use value capture for its citizens. 
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The president of the Central Ohio Transit Authority 
(COTA) recently put on a workshop for the board of 
trustees. He decided that, if he were to be the presi-
dent of an authority and other trustees were to have the 
responsibility of establishing policy and procedures, 
they should be better informed. 

The board members were aware from cash-flow pro-
jections of the fact that transit was going to be in finan-
cial trouble in late 1979, even though an ad valorem tax 
is levied in central Ohio. The president wanted to make 
the board aware of what the problems were, what tran-
sit is all about, and how it can do a better job. The 
program covered, among other things, the personnel 
of the board, the responsibilities of the board, and the 
history of transit in Columbus, including how COTA 
came into being. The program covered organization, 
vehicles, facilities, and the climate in the city. Then 
it took a look at how COTA compares with other sys-
tems within the state of Ohio and the United States. 

In other systems throughout the state, the average 
annual number of revenue kilometers on buses was just 
under 50 000 km (31 000 miles); in Columbus it was 
45 000 km (27 800 miles). There were a lot of people, 
including those in our local council of governments, who 
felt that this showed that productivity was down. Actu-
ally, the reverse was true. The average total operating 
revenue in Ohio was $18 000/bus, or $1.10/km ($0.66/ 
mile). In other systems, it was $1.20/km ($0.72/mile), 
and nearly $22 000/bus. In Columbus, it was $1.42/km 
($0.85/mile), and more than $23 500/bus, which makes 
Columbus look very good. 

The average expenses in Ohio were $1.30/km ($0.78/ 
mile), or nearly $25 000/bus. Outside of Ohio, they 
were $1.38/km ($0.83/mile), or $26 000/bus; in Co-
lumbus they were $1.13/km ($0.68/mile), or $19 000/ 
bus, again making Columbus look very good. The board 
of trustees was very proud of this record. People from 
the Urban Mass Transportation Administration even 
asked how it can be done when nobody else can. The 
truth of the matter is that it is because COTA is not do-
ing the job it ought to be doing. 

That was a shock to the board. They thought the sys-
tem was more efficient, effective, and economical than 
others, and the truth is almost the reverse. COTA is 
not providing the level of service for the community that 
other systems are providing; it is not responding to all 
of the needs. As an example, the superintendent of 
transportation has 31 people reporting directly to him, 
and his office is the first stage in the grievance proce-
dure. The equipment department has a superintendent 
of equipment without a single management person under 
him to deal directly with the nearly 100 mechanics and 
service people in the department. That shows neither 
efficiency nor economy. 

The transportation development plan, part of the 
present transportation improvement plan, includes 
$7.5 million for a new facility to provide for adminis-
trative offices, maintenance, servicing, and storage 
of a fleet of 274 buses. That is impossible. The ar-
chitects and engineers said that it would cost more than 
$12 million, and it will probably cost $15 million. 

The bus replacement program is also inadequate. 
There is a fleet of 274 buses, more than half of which 
are 12 years old; the maximum life of a bus, economi-
cally speaking, is 10 years. Yet the 5-year improve-
ment program calls for the replacement of only 22 
buses. 

This situation occurred because there is no local 
share. There is a tax base. Transit can tax up to one 
mill on the ad valorem tax, but the board was afraid to 
seek the full amount at first, so it settled for 0.8 mill. 
In the second year of levying that tax, because of in-
creased property values, only 0.6 mill was needed to 
produce the same number of dollars, so the board went 
to 0.6 mill and is now stuck with it. The amount of 
money that it now produces is not enough to capture the 
local share of section 5 funds. It only raises $17 mil-
lion out of the total of $23 million needed, so there is no 
certainty of securing the local share necessary to match 
section 5 money. 

The state of Ohio has set up a program of capital and 
operating assistance by which the state will fund part of 
the local share. There is a weighted formula based on 
distance traveled annually and population. Under this 
formula, COTA can receive 13.1 percent of the total 
state package. COTA's share in the last biennium could 
have been about $1.7 million but, because of the lack of 
local tax monies, it only received $177 000. The com-
munity is cutting off its nose by not providing the local 
share. 

When this was pointed out to the board of trustees, 
it took no time at all for the members to realize that 
some change must be made. A campaign is planned 
shortly that may succeed in getting the major share of a 
0.5 percent sales tax for transit. This would permit 
capturing the full share of state and federal funds; this, 
in turn, will permit COTA to be more responsive to the 
public and to do a better job. 

In the 2 completed years of public operation of COTA, 
average ridership increased 7 percent/year. There was 
a week-long strike in November 1976 in connection with 
wage negotiations, but it appears that the ridership that 
was lost has been recaptured. For the period August 
1976 to August 1977, revenue is down 1.6 percent and 
ridership 1.7 percent, but August 1977 showed an in-
crease over August 1976 of about 6 percent. So there 
is some reason for optimism about gaining new rider-
ship. 



Case Studies on Increasing Transit Revenues: 
Cleveland 

Donald G. Yuratovac, Cleveland Regional Transit Authority 

237 

The Cleveland Transit System (CTS) became part of the 
Greater Cleveland Regional Transit Authority (RTA) on 
September 5, 1975. Prior to that, CTS was probably 
the largest system in the world still operating that paid 
all its capital and operating expenses out of fare-box 
revenues. This is reflected in Figure 1, which shows 
that in 1974 passenger fares accounted for 98 percent 
of the system revenue of $28.5 million; the other 2 per-
cent came from miscellaneous advertising, rent, and 
so forth. In 1976, revenues had grown to $65.5 million, 
and passenger fares accounted for a little less than 30 
percent of the total. 

The years 1974 and 1976 were selected because 1974 
was the last full year of the CTS operation, and 1976 
was the first full year of operations under the Greater 
Cleveland RTA. The main reason for the drop in captur-
ing new revenue was that the fare was reduced by about 
50 percent; a breakdown of the fares is shown below. 

Category Before RTA Under RTA 

Local transit adult fare $0.50 $0.25 
Express and rapid transit adult fare $0.55 $0.35 
Zone surcharge $0.10 - 
Senior citizen and handicapped fares 

Peak Full fare Half fare 
Off peak Half fare Free 

Downtown loop fare $0.25 $0.10 
Student fare $0.25 $0.13 
Children's fare One free All free 
Transfers $0.05 Free 

As the table implies, Cleveland has a multimodal sys-
tem: both heavy and light rail, a bus system, and para-
transit services for the elderly and handicapped, al-
though a good portion of that program is contracted out 
to taxicab operators. 

Figure 2 shows the trend of average weekday rider-
ship. Ridership is up almost 65 percent in the few years 
since operation began. Although fares were reduced by 
about half, the total impact on revenues was a reduction 
of only about 30 to 33 percent because of the increase in 
ridership.  

Figure 3 plots the monthly passenger revenues, which 
vary cyclically throughout the year. Comparing this fig-
ure with Figure 2 shows a direct relationship between 
monthly ridership and revenue receipts. 

Figure 4 shows the sales tax receipts. These increase 
on an average of about 15 percent over the course of a 
year. RTA was fortunate in being the last major tran-
sit system to go regional, since it had a chance to ob-
serve all the other major U.S. transit operators to see 
what they did, what worked well, and how to avoid the 
pitfalls of their systems. This observation led to using 
the sales tax to tie revenues to the inflation rate. It is 
working out very well, as this 15 percent annual in-
crease demonstrates. However, the role of the Ohio 
Department of Transportation will probably increase, 
in both the capital and operating subsidy areas. 

Figure 5 compares the uses of all this money before 
RTA and now. Basically, there are four major cate-
gories of operating expense. Transportation services 
reflect a service increase of approximately 22 to 25  

percent since the inception of RTA. A new cost cate-
gory, RTA contracted transportation services, covers 
the provision of RTA service, for expediency, by three 
public and two private carriers under an operating 
agreement. Initially, these were 2-year contracts, 
but they have just been renewed for an additional year. 
It is RTA's intent and hope to purchase these companies 
at the end of the current 1-year contract. Maintenance 
expenses roughly doubled between 1974 and 1976. This 
partly reflects the increase in the cost of providing 
maintenance, but it also reflects the effects of deferred 
maintenance in the waning days of CTS; RTA is trying 

Figure 1. Sources of revenue in 1974 and in 1976. 
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Figure 3. Monthly passenger revenue. 
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Figure 4. Monthly sales tax receipts. 
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to catch up with that now. Administrative and general 
expenses have also increased. Because CTS was de-
pendent on the fare box, it could not perform- a number 
of functions that RTA is now performing. CTS was 
carrying a lot of people, but it really was not acting as 
a public service. This change is reflected in the differ-
ence in the administrative and general expenses. 

Workshop Discussion: Increasing Revenues 

Floor discussion produced a great many questions about 
the revenue-raising techniques that had been described. 
There was particular interest in how institutional con-
straints affect the application- of these techniques. 

REVENUE SOURCES FOR TRANSIT 

How does raising the zoning densities benefit transit 
agencies? Higher density zoning would benefit transit 
only indirectly, and then only if the developer were will-
ing to contribute the additional cash flow he realizes as 
a result of higher densities to some transit-related 
amenity, such as a shopping plaza in the transit area, 
or to a transit improvement fund. 

How would some of the innovative techniques, such 
as joint development, apply to transit modes other. than 
heavy rail? Why is the payoff estimate on these tech-
niques so low? Joint development can be used in any 
urban transportation form that uses terminals. In 
Houston, for example, there is an automated downtown 
people-mover system that provides an internal circula-
tion route for the regional bus network; joint commer-
cial development is proposed for both ends of the sys-
tem. Denver is planning similar joint development at 
each end of a downtown transitway. There have been  

few applications to bus systems so far, but they are not 
impossible. 

There are a lot of practical things that constrain the 
revenue potential of these techniques. One is simply 
that the time may not be right for immediate commer-
cial development; because time is value, the revenues 
eventually received must be discounted over the period 
from the beginning of the investment until revenues are 
produced. Another problem in value capture is that, 
over a period of time, the property tax recaptures most, 
if not all, the value attributable to the presence of tran-
sit in an area, so that there is not much value left to be 
captured by a developer. 

- 	Transit operations in most areas are surrounded by 
institutional obstacles to joint-development ventures; 
wouldn't lease arrangements generally be less compli-
cated in this respect? Institutional constraints gener-
ally fall into three categories—political, legal, and ad-
ministrative. Leasing would be politically easier, but 
it takes a shrewd real estate department (a rarity in 
transit) to negotiate leases so that the public interest 
is preserved. In some areas, transit is precluded by 
law from enterting into long-term leases because it is 
not a fully independent authority. 

Why hasn't the transit industry explored the opera- 
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tion of school buses as a potential revenue source? 
There are a few examples of cities in which the school 
and transit authorities work together. At one time 
Euclid, Ohio, had transit buses outfitted with flashing 
lights and school signs; they ran as school buses at cer-
tain hours of the day and as transit buses at other hours. 
One reason this could be done in Euclid is that the school 
board's budget is not managed separately from the rest 
of the municipal budget. In most places, this is not the 
case, and the school board jealously guards its owner-
ship and operation of school buses. There were also 
other factors that made cooperation possible in Euclid. 
It is a small, high-density city with a homogeneous 
factory-oriented population, so it was possible to coor-
dinate school and factory starting times. The transit 
system was not unionized, so it was possible to use 
part-time drivers. 

Why has there been so little discussion of raising 
fares as one obvious means of financing transit opera-
tions? Most transit authorities do not set their own 
fares; they are set by elected officials, who are as re-
luctant to raise fares as they are to raise taxes. The 
real contribution of fares has been greatly eroded, how-
ever, and the Urban Mass Transportation Administra-
tion might wish to consider making fare increases com-
mensurate with inflation a.precondition for federal 
grants. 

CASE STUDIES ON INCREASING 
REVENUES 

In Chicago, was there any discussion of the fact that 
taxes were being levied by an appointed board rather 

than a legislative body? There was discussion of the 
fact that there was no direct accountability to the elec-
torate, but there is a form of accountability in that ne-
gotiation between city board members and suburban 
board members is required for the imposition of any 
tax. It seems to be more common for areas to have 
appointed transit boards, even though they have taxation 
powers, than to have elected boards. 

Has Chicago looked into cutting costs by providing 
private supplementary services? The Regional Trans-
portation Authority in the Chicago region covers an enor-
mous area, and it is very interested in getting car pools, 
van pools, bus pools, and similar operations started. 
The enabling legislation provides for purchase -of -
service agreements, and there are a number of muni-
cipalities that provide their own services, which are 
financed by the Regional Transportation Authority. This 
does add to the commuter rail peaks to some extent, but 
there is equipment enough to handle them. 

Columbus has decided that it must increase service; 
although curtailing service across the board would be a 
last resort in most areas, there is interest in using 
present capacity more effectively rather than in in-
creasing capacity. Why did Columbus decide it needs 
to expand service? This decision was made on the basis 
of several things: There are communities paying the 
ad valorem tax that are not receiving service; there are 
express runs operating at 125 to 130 percent of seating 
capacity; there is no service for the handicapped; some 
areas that could support it lack express service; some 
areas have no midday service; and there is no night ser-
vice at all. 

Session 5 

Cost Allocation and the Structure 
of Funding 

There are three major categories of questions to be con-
sidered here: 

Who should be paying for transportation —users 
or nonusers? If it is users, how much should they pay 
in the peak hour and how much in the off peak? If non-
users should pay, how much should come from federal, 
from state, or from local governments? 

What effect do the different forms of aid or the 
restrictions on governmental aid have on the revenues, 
the efficiency, and the quality and level of service of 
local transportation? For example, are capital grant 
restrictions a good thing for improving transit opera-
tions, or would transit operations be improved with 
some type of flat block grant? What are the advantages 
of using general revenues versus trust funds? 

What is the effect of administrative structure on 
transportation operations? That is, who raises the 
money, who controls the spending, and who operates  

the system? If federal money goes through the state 
governments and then is fed down to local government, 
that may have a particular impact on the type of local 
operation that exists. 

Where is the money coming from right now? In terms 
of operating aid, approximately one-quarter of it, or a 
little more, is federal money; about one-quarter, or 
perhaps a little less, is state money; and the other half 
comes from local government. The trend has been for 
the local and federal shares to increase and the state 
share to drop somewhat. There are not quite as many 
data available on capital expenditures, but the propor-
lions seem to be roughly two-thirds federal and one-
third state and local, with the federal share increasing. 
State and local funds seem to be roughiy twice what is 
required just to meet the local match. All these govern-
ment funds are clearly subsidies. 

The Congressional Budget Office (CBO) has studied 
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federal transportation subsidies, defining them as ex-
penditures net of user charges. The gross amount of 
subsidy is really not a very important figure in compar-
ing modes. Building highways, for example, is expected 
to require a much larger dollar expenditure than provid-
ing transit services; the same dollar expenditure would 
be proportionately very large in mass transit. For this 
reason, CBO has tried to standardize the estimate of 

subsidies by comparing the subsidy amount with the in-
dustry's revenues. On this basis, mass transit receives 
the second largest federal subsidy after that of the Na-
tional Railroad Passenger Corporation. So transit com-
mands a fairly large federal commitment and, judging 
from past standards, there is a good chance that that 
commitment will grow. 

Cost Allocation, Forms of Aid, and Fund 
and Administrative Structures 

David B. Walker, Advisory Commission on Intergovernmental Relations, Washington, D.C. 

All three levels of government currently have major 
roles in transportation. The state and federal levels 
appropriate approximately equal amounts of money for 
transportation (all forms combined). Local units, in-
cluding special districts, provide about two-thirds as 
much as either of the other levels. Yet, after funds 
have been transferred from one level to another, the 
states emerge as the big spenders. The states alone 
spend about half of all public transportation funds, local 
units spend a little more than one-third, and the federal 
government spends less than one-quarter. The magni-
tude of these shifts (shown below) make plain the great 
significance of intergovernmental assistance programs 
in transportation, especially the federal aid programs. 

Amounts Spent Including 
Amounts 	Funds Transferred From 

Level of 	 Appropriated 	Other Levels of Government 
Government 	($000 000s) 	($000 000s) 

Federal 	 9 147 	 4062 
State 	 10078 	 12613 
Local 	 6 675 	 9 225 

Total 	 25 900 	25 900 

This expenditure pattern differs greatly for individual 
modes of transportation. The federal government has a 
major role in financial assistance to highway programs 
and substantial direct involvement in airports and water 
transport. State governments directly provide a pre-
dominant proportion of all highway expenditures. Local 
governments bear most of the funding responsibility for 
mass transit and virtually all for parking. Federal and 
state intergovernmental aid is highly concentrated on 
highways. As recently as 1971, highways absorbed 
more than 95 percent of all federal and 98 percent of 
all state transportation aid. In more recent years, how-
ever, the federal government has begun to expand greatly 
its funding of mass transit, as have at least 13 states. 

As financial assistance becomes more balanced among 
different modes of transportation, the systems them-
selves may be better balanced, but financial decision 
making will be more complex. Urban governments are 
seeking flexible funds that can be applied as needed to 
the various modes for operating or for capital purposes. 
Flexibility is increasing, but the question of who must 
approve transportation project expenditures has not been 
fully resolved. Not all federal urban transportation aid  

is channeled through the states, and some projects re-
quire concurrence on all four levels (local, regional, 
state, and federal) before they can be undertaken. The 
federal government seems anxious to devolve much of 
the decision-making authority onto the shoulders of local 
elected officials working through their official regional 
planning bodies, but many state and local officials are 
not sure they want to trust regional bodies with this 
much authority. 

Three major types of questions about intergovern-
mental transportation financing are unresolved: 

What is the proper allocation of urban transporta-
tion costs and responsibilities among the various levels 
of government, and what should be the source of funds 
to meet these costs? How should cost-sharing and 
grant -distribution formulas be designed? How could 
the yield from existing tax sources be improved? What 
new taxes could be enacted? 

How flexible should urban transportation money 
be? How should transportation trust funds be rede - 
signed? What should be the purposes and scopes of 
transportation grant programs? 

How much local and regional, as opposed to state 
and federal, control should be exercised over spending 
urban transportation funds? Who are the appropriate 
grant recipients? What should be the relationship 
among different classes of recipients? 

These are difficult questions that deserve examination 
in detail. 

ALLOCATING URBAN TRANSPORTATION 
RESPONSIBILITIES AND FUNDS 

Federal concern with urban transportation is relatively 
new. Until the 1960s, federal programs were largely 
concerned with long-distance transportation systems, 
and the cities provided local road systems and fran-
chised private transit operators and taxis to provide 
public transportation in their communities. After 
World War II, congestion on local streets began to 
grow serious, and private transit companies began to 
fail because they could not compete with automobiles. 
Local governments faced greater highway burdens at 
the same time they assumed the burden of operating 
public transit. In most cases, the local financialbase 
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was not sufficient to meet these needs; state govern-
ments, traditionally reluctant to become involved in ur-
ban problems, supplied little aid. The federal govern-
ment therefore stepped in to fill the gap. The flow of 
transit funds from the federal government, which began 
in the 1960s, became financially significant by the early 
1970s. 

Thus, the roles of the federal, state, and local gov-
ernments have been undergoing major changes. Sorting 
out the roles has heavy pragmatic and political over-
tones, but the Advisory Commission on Intergovern-
mental Relations (ACIR) has proposed certain criteria 
to help establish proper roles for different levels of gov-
ernment; these are 

economic efficiency, fiscal equity, political accountability, and adminis-
trative effectiveness. Taken together these characteristics suggest that 
functional assignments should be made to jurisdictions that can (a) sup-
ply a service at the lowest possible cost, (b) finance a function with the 
greatest possible fiscal equalization, (c) provide a service with adequate 
popular political control, and (d) administer a function in an authorita-
tive, technically proficient, and cooperative fashion. 

Of course, governmental functions and activities often 
are not assigned totally to one level or another; shared 
roles are typical in the American federal system. 

Effective and efficient transportation requires coor-
dination among the different modes, geographic systems, 
and movements of goods and people. There is also a 
need to coordinate transportation with community fea-
tures and vice versa. Transportation influences land-
use patterns, environmental quality, economic develop-
ment, social mobility, energy consumption, and other 
costs, and these in turn influence transportation patterns. 
Equity requires that those who will be paying for trans-
portation, both directly and indirectly, should participate 
in the decision making. 

Transportation in an urban community involves sev-
eral types of decisions: planning transportation facilities 
and services; deciding which plans should be carried out, 
when, and by whom; financing approved projects; con-
structing and maintaining facilities; and equipping and 
operating services. The job of government is to see to 
it that appropriate agencies and levels of government 
are assigned to take care of all of these interrelated 
tasks effectively, efficiently, accountably, and equita-
bly. Unquestionably, that is a tall order. 

In 1974, ACIR evaluated the then existing planning, 
financing, and implementation responsibilities for the 
nation's urban transportation (1). It found a need for 
substantial new responsibilities and authority to be 
placed at the areawide level in both metropolitan and 
nonmetropolitan areas. Particularly needed was new 
authority at this level for linking planning to decision 
making, for areawide financing, and in some cases for 
implementing transportation plans. This authority 
should be limited to providing areawide transportation 
system facilities and services; the other levels of gov-
ernment should retain their present authority over state-
wide, interstate, and purely local transportation sys-
tems. 

In order to assure compatibility among systems at 
each level, each geographic jurisdiction responsible for 
a system at its own level should also have an advisory 
role with respect to other systems connected with it. 
The responsible level of government would initiate, plan, 
allocate funds for, and assure the implementation of its 
own system; resolve inconsistencies between its own 
system and those of lower levels of government; and ad-
vise higher levels of government about inconsistencies 
between its system and the larger ones. States have 
the power to legislate these relationships among local, 
regional, and state levels; at the federal level, condi- 

tions in transportation grant programs would be used 
to help achieve these ends. 

Local governments currently rely on state and fed-
eral sources for 20 to 30 percent of their transportation 
budgets, and most regional bodies rely almost entirely 
on intergovernmental grants or on revenues generated 
by fare boxes, toll booths, or other user fees. Local 
government revenues are inadequate to meet their needs, 
and regional bodies seldom have taxing authority. State 
law could ease these revenue restrictions by lifting spe-
cific limitations on the use of existing tax sources or by 
allocating new revenue sources to these levels of gov-
ernment. 

If transportation system responsibilities were matched 
to the geographic reach of the responsible jurisdictions, 
the tax base in each jurisdiction would theoretically be 
more or less adequate to cover its costs. Local govern-
ments would be expected only to pay for local facilities, 
regional bodies for areawide facilities, states for state-
wide systems, and the national government for all inter-
state costs. The problem is that the lower levels of 
government have less taxing authority and the systems 
responsibilities of each jurisdiction are ill defined. In-
tergovernmental grants are therefore essential. 

The way in which grant funds are distributed is im-
portant. State aid formulas tend to return funds to local 
communities on the basis of where they were collected. 
Local contribution formulas for providing funds to area-
wide agencies tend to use such factors as population, 
route distance, number of rapid transit stations, and 
projected ridership. Whether funds are flowing upward 
or downward from local governments, it is important 
that the flow be reliable. Established formulas with 
well-known factors that feed out funds from an ear-
marked source are more reliable than appropriations 
from a general fund for project -by -project approval on 
a competitive basis. However, even earmarked sources 
will need to be reevaluated and adjusted from time to 
time in order to maintain program levels in proper re-
lation to other governmental priorities. 

At the federal level, grant funds—other than those 
for specific projects—generally are distributed on the 
basis of one or more of the following principles: (a) 
equal sharing among jurisdictions on either a unit basis 
or a per capita basis, (b) the need for services, (c) the 
actual level of services or costs, and (d) fiscal capacity 
(or financial need). 

Until recently, the federal transit programs have been 
approved on a project -by -project basis only, rather than 
by allocation formulas, but now such formulas apply to 
some programs. Deciding which measures of program 
need should be used has generated substantial contro-
versy. Factors proposed in these debates include urban 
population, urban density, and existing ridership. Ob-
viously, these options would yield very different results. 

The tendency in most grant allocation formulas has 
been to use a variety of factors, thereby muting the ef-
fects of any one of them. Often, the factors used are 
not very precise, although they may be the best cur-
rently available. In many instances, the design of these 
formulas remains more an art than a science. Thus, 
funding formulas do not always direct intergovernmental 
aid precisely to where it is needed. Nevertheless, there 
is little alternative but to use the present formulas with 
the hope of improving them over time as data sources 
are developed and as the age of computerization matures. 

The point to keep in mind amidst all this juggling of 
program responsibilities and funding allocations is that 
the two must balance. If any level of government is 
given more program responsibilities than funds, it will 
fall short of meeting all of its responsibilities. 

As of 1975, the federal government offered 49 trans- 
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portation grant programs to state and local governments; 
40 were for ground transportation, and most of these 
were for highways. All are categorical grants, nar-
rowly drawn for quite specific purposes, and generally 
speaking they cannot be used for any other purpose. 
This makes it very difficult for state and local govern-
ments to pursue comprehensive transportation objec-
tives. 

Endless regulations accompany each program, and 
they differ from one program to the next. Simply be-
coming familiar with the regulations is a full-time job. 
On top of these specific regulations, there is a layer of 
general requirements that apply to virtually all federal 
grants—but slightly differently in each case. These 
have to do with equal opportunity, the environment, em-
ployment conditions, relocation, and the like. The list 
continues to grow year by year as national policy objec-
tives expand. 

There have been many proposals in recent years for 
consolidating some of the transportation grant programs, 
creating a single fund for at least the urban transporta-
tion programs, or at least bringing common features 
into separate but related programs. Grant programs 
have some flexibility now—some highway funds may be 
transferred to transit purposes, some transit construc-
tion funds may be used for operations, or a complex 
project may be funded through two or more related grant 
programs—but the larger goals of consolidation and sim-
plification remain largely unmet. 

A great deal has been done to establish and perfect 
comprehensive land-use and transportation-planning 
processes in every metropolitan area throughout the 
nation. But implementing those plans is a highly com-. 
plex task that requires juggling state and local funds 
and the multiple federal aid sources into a cohesive pro-
gram. This assignment has been given to metropolitan 
organizations that are essentially consortia of local gov-
ernments and state transportation agencies that lack any 
real implementation powers of their own. 

ACIR has recommended that all ground transportation 
programs for systems of less than statewide stature be 
consolidated into a single regionaltransportation block 
grant. This grant could be used for any transportation 
project or program of areawide significance in metro-
politan and nonmetropolitan regions, or it could be 
passed through to local governments for projects and 
programs having only local significance. The funds 
could be used for any mode of transportation not sup-
plied through statewide and interstate systems. They 
could be used for any mixture of planning, construction, 
operation, maintenance, beautification, safety, or other 
aspects of a transportation program. This would sim-
plify immeasurably the present hodgepodge of programs 
and ease substantially the task of metropolitan and re-
gional planners in implementing coherent transportation 
systems. ACIR has further suggested that several of 
the existing transportation programs at the state level 
be consolidated. 

There are some objections and disadvantages to pro-
gram consolidation. The specific purposes of individual 
programs might no longer be met so directly. Each mode 
of transportation, type of clientele, and feature of the 
overall system would have to be rejustified continually 
in the planning process to assure its survival. On the 
other hand, this provides the positive opportunity to 
make sure that only essential elements of the transpor-
tation system and those that are most cost-effective will 
survive. Money would not go unused in one category, 
while high-priority needs go unmet in another. 

Transportation planning and management capabilities 
below the federal level have developed sufficiently so 
that they can be trusted with a substantially greater  

amount of flexibility in using federal transportation 
grants to meet the individualized needs of the states 
and regions. Further, it is highly questionable whether 
Congress really knows the relative priorities of each 
state and each region for each mode of transportation 
and each type of safety and beautification measure. But 
these are the judgments Congress now makes in funding 
the 40 ground transportation programs under the present 
grant system. 

ACIR has recommended that programs to be merged 
and funded by block grants should be those that are, or 
will be, (a) closely related in terms of the functional 
area covered, (b) similar or identical with regard to 
their program objectives, and (c) linked to the same 
type or types of recipient governmental jurisdictions. 
Block grants are not well suited to research, demonstra-
tion, or experimental programs or to programs aimed 
at specific goals of national policy that the federal gov-
ernment intends to prescribe uniformly; categorical 
grants are better for these purposes. 

Block grants are the preferred instrument when: 

A cluster of functionally related categorical pro-
grams has been in existence for some time; 

The broad functional area to be covered is a major 
component of the recipient's traditional range of services 
and direct funding; 

Heavy support is intended for those recipient ser-
vices that Congress determines are of national signifi-
cance; 

No more than mild fiscal stimulation of recipient 
outlays is sought; 

A modest degree of innovative undertaking is an-
ticipated; 

Program needs are widely shared, both geograph-
ically and jurisdictionally; and 

A high degree of consensus as to general purposes 
exists among Congress, the federal administering agency, 
and recipients. 

Guidelines for developing proposed block grant legis-
lation should include the following. 

Program objectives and priorities should be 
clear and precisely stated. 

The program should encompass a substantial 
portion of total federal aid for providing services and 
facilities in the functional area involved. 

Grants should be authorized for a wide variety 
of activities within the functional area covered, and re-
cipients should be given significant discretion and flexi-
bility in developing and implementing a mix of programs 
tailored to their needs. 

Funds should be distributed on the basis of a 
statutory formula that accurately reflects program need 
and that is consistent with the purposes and priorities 
of the legislation. 

Discretionary funds, if authorized, should ac-
count for not more than 10 percent of total appropria-
tions. 

Eligibility provisions should be specific, favor 
general-purpose units of government, and reflect their 
servicing capacity, legal authority, and financial in-
volvement. 

Matching funds, if called for at all, should be 
fixed by statute at a low and preferably uniform rate for 
all aided activities. 

Planning, organizational, personnel, paperwork, 
and other requirements should be kept to the minimum 
necessary to ensure that funds are being spent in ac-
cordance with the program's authorized objectives. 

The federal administering agency should have 
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authority to approve, within a specified period, recipient 
plans and applications for conformance with legislative 
objectives and also to evaluate program results. 

10. Assistance should be provided to recipients, 
where needed, to enhance their ability to effectively ad-
minister the program. 

Recent case studies of four of the five block grants 
currently authorized by the federal government have 
shown that implementation varies from the norms as-
sumed at the national level when the program was en-
acted. This is inevitable, particularly in the first few 
years of a program, when recipients are still discover-
ing how to make best use of the opportunities provided 
by the program's flexibility. Variation of this sort is 
not sufficient reason to return to categorical grants. 

Block grants should be administered through the 
states if the states demonstrate that 

Appropriate policy, organizational, planning, and 
procedural arrangements have been established to en-
sure the efficient and effective use of federal aid; 

The personnel to be assigned to block grant ad-
ministration possess requisite planning, managerial, 
and other skills; 

There is a substantial financial commitment to 
the functional area covered by the block grants; and 

The state is willing to assume at least half of the 
local matching share where matching is required and 
where local units were previously the major recipients 
of federal aid in the functional area covered. 

If a state does not meet these criteria, block grants 
should be provided directly to general-purpose units of 
local government that individually or in combination are 
eligible for financial assistance. The states, however, 
should be authorized to apply for aid on behalf of juris-
dictions that are not otherwise eligible for entitlement 
funding. 

Where block grant legislation encourages or requires 
the establishment of regional planning units (as is al-
ready the case for urban transportation programs), the 
statutory provisions should specify that, to the maxi-
mum extent practical, the boundaries and organization 
of existing areawide general-purpose planning bodies 
be used. 

If grant consolidations are to take place, some re-
form of transportation trust funds and earmarked rev-
enues is needed. At the federal level, this means 
changing the highway trust fund (which is based on gaso-
line taxes) to a multimodal transportation trust fund. 
Although a small portion of this highway fund can now 
be transferred to transit projects, this fund is largely 
devoted to highway programs. The federal govern-
ment's transit programs have been funded almost en-
tirely from the general fund. 

Consolidated intermodal grants would require aban-
donment of the trust fund source or development of a 
system similar to that of Maryland's multimodal trans-
portation trust fund. Revenues from the gasoline tax, 
motor vehicle registrations, waterports, airports, and 
highway tolls all flow into a single trust fund, which 
then makes appropriations back to the modal programs 
according to needs determined by intermodal planning 
and programming. Thus, the source of transportation 
funds does not automatically predetermine expenditures 
for the individual modes. 

State aid programs are also very heavily based on 
earmarked tax sources and narrowly restricted expen-
ditures. If changes in the federal grant system are not 
mirrored by parallel changes in the state funding that 
matches the federal programs and provides supplemental  

expenditures, gains made at the federal level in program 
simplification and flexibility can be lost at lower levels. 
Similarly, local government and special district trans-
portation revenues and appropriations (including the 
newer metropolitan transportation taxes) should also be 
free of narrow limitations on their use. 

REFORMING TRANSPORTATION 
ORGANIZATIONS 

Two basic organizational issues face the nation today in 
the field of transportation. One is establishing inter-
modal departments of transportation at the federal, 
state, and local levels. The other issue is establishing 
and strengthening intermodal regional transportation 
planning within general-purpose regional planning bodies 
and linking it to areawide implementation processes. 

The federal government and more than 30 of the 
states now have departments of transportation, and a 
few such organizations have been established in local 
governments. These departments vary greatly in the 
scope of their modal responsibilities and in their forms 
of organization. The U.S. Department of Transportation 
still maintains modal administrations in its basic struc-
ture and has relatively little planning, policy-making, 
and intermodal funding capability at the secretarial level. 
With this structure, consolidated intermodal grants 
would be awkward to administer. 

There is an obvious need to coordinate transportation 
policy with other policies and programs of government. 
The comprehensive planning framework on which most 
proposals for coordinating related programs are based 
is relatively well developed at local and regional levels, 
but it is found in recognizable form in only a handful of 
states, and it is totally lacking at the national level. At 
the state level, ACIR has recommended that basic poli-
cies prepared by an intermodal state department of 
transportation be subject to approval by the governor 
after review and comment by the state planning agency 
and other affected departments and agencies within the 
state. This would include all proposals for federal-aid 
funding, as well as those using only state funds. Simi-
lar concerns should be addressed at the local level. 

The 1962 Highway Act required continuing, coopera-
tive, and coordinated land-use and transportation plan-
ning in all urban areas having a population of 50 000 or 
more. This planning process involves the local govern-
ments in the region and the state agencies administering 
federal transportation aids in a common effort to plan 
and program the use of transportation funds in such re-
gions. 

The regional planning organizations established to 
carry out this process have flourished. Largely by using 
federal funds, they have developed competent staffs and 
produced numerous plans; recently, under new federal 
guidelines, they have begun to translate their general 
plans into specific short-range transportation improve-
ment programs and transportation system management 
programs. In about three-quarters of the cases, the re-
gional planning organizations designated for transporta-
tion planning also are the ones designated for compre-
hensive community development planning under pro-
grams of theU .S. Department of Housing and Urban Develop-
ment and federal-aid review and comment roles under 
the auspices of the Office of Management and Budget. 
The designated regional planning organizations for ur-
ban areas are responsible for federally assisted plan-
ning in the mass transit and airport programs as well 
as in the highway program. Much of the work of these 
organizations is done under joint planning regulations 
that govern the use of both federal highway and transit 
funds. At least on paper, the urban regional planning 
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organizations have the most coordinated planning pro-
cess found at any level of government. 

ACIR has recommended even further strengthening 
of these regional bodies, as well as measures to team 
them with regional implementation authorities, with a 
regional tax base for transportation, and with existing 
state and local transportation implementation and regu-
latory bodies. The recommendations treat nonurban 
regions the same as urban ones, even though federal-aid 
programs do not. Local officials in rural areas have 
not been given as formal a role as urban officials in 
helping to plan and decide project priorities within their 
areas. The proposed regional block grant for ground 
transportation would bring these rural officials into the 
regional planning and program-funding process. 

The Federal-Aid Highway Act of 1976 called for a 
thorough reevaluation of urban system planning and fund - 
ing processes. The Urban System Study (2) thoroughly 
documents the current status of regional transportation 
planning and decision making in the nation's urban areas. 
The regional planning process for transportation is part 
of a much broader federal sponsorship of regional ap-
proaches to regional problems. Federal-aid programs 
in the areas of community and economic development, 
land use, housing, environmental protection, a variety 
of social services, and protective services (fire fighting 
and law enforcement) also take this approach. 

These programs were reviewed by ACIR in 1977 (3). 
Several of the regional programs have been interrelated 
through interagency agreements that recognize common 
planning requirements, and about half of the programs 
in any given, geographic area are administered through 
a single planning organization. 

ACIR has recommended additional federal action to 
bring all of these federal programs together at the re-
gional level. A bill that would do that is pending in 
both houses of Congress (S 892 and H.R. 4406). Trans-
portation programs would benefit from this coordination 
effort as much as, if not more than, other federal- aid  

programs because of their widely recognized interrela-
tionships with virtually all other development and public 
service programs. 

CONCLUSION 

The Intergovernmental Relations Committee of the 
Transportation Research Board is in the process of 
building a consensus among its members on basic inter-
governmental principles. In this process, it has de-
veloped a work sheet for helping to distinguish federal, 
state, areawide, and local transportation responsibili-
ties. The work sheet provides for assignment by per-
centage of various planning, programming, and imple-
mentation responsibilities among the various units of 
federal, state, areawide, and local governments already 
involved in transportation and transportation -related 
programs. 

Changing the roles and relationships among the dif-
ferent levels of government and the different depart-
ments, agencies, and authorities at the same level is 
a highly controversial activity. Consolidating major 
grants, establishing effective intermodal departments 
of transportation, and further strengthening regional 
planning organizations will require thorough justifica-
tion and take time and substantial adjustments in tradi - 
tional practice. 
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Cost Allocation and Funding Structure 
for Transit 

David L. Graven, Holmes, Kircher and Graven, Minneapolis 

From the standpoint of general government, the develop - 
ment of metropolitan councils and semidependent dis-
tricts is very significant. Transit planning should not 
be in the hands of transit operators. If urban planning 
is to be controlled, there cannot be separate planning 
by the transit operators, the airport people, and the 
highway people. The development of separate, isolated 
plans has been compared to a feudal system, and the 
Urban Mass Transportation Administration (UMTA) to-
day is a classic feudal system. It is not concerned with 
transportation; it is concerned with transit. To be in-
volved with transportation is to be involved also with 
health, housing, and many other areas. Funding tran-
sit, like funding parks, often involves displacing the 
elderly and the poor. 

Planning bodies must involve generalists. In the 
transportation area, this may involve combined planning 
by the transit system and the highways. It is tough to 
do, because federal and state governments become in-
volved in what is essentially a metropolitan issue, but 
this can be worked out. 

The Twin Cities area is often treated as a special 
case, because it was able to develop a regional plan. 
It is not really different from most other metropolitan 
areas of similar size. It was a difficult political job to 
get regional planning done within the state; among dif-
ferent state jurisdictions, regional planning seems im-
possible. But it can be done. 

There are a lot of areas around the country like the 
Twin Cities that basically have only one major city. 
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When the regional government was formed, the Twin 
Cities did not follow the Toronto model; it did not seem 
necessary to put everyone in the same uniform. A lot 
of things do not have to be metropolitan, but transporta-
tion is metropolitan. There must be a geographical base 
with a high degree of concentration in one place, and that 
is what sold the legislature on the idea. The state legis-
lature is the key to the power in the metropolitan area., 

Following the principle that you do not let the opera-
tors plan, the Twin Cities' metropolitan council does 
all the policy planning. The operating agents—the sewer 
board, transit commission, airports commission, parks 
and open space commission—do the implementing. There 
are overlaps, and there are tensions between the policy 
makers and the implementers, of course, but that is 
where the issues surface publicly. Policy makers 
should not wear two hats. People who are elected out 
of small jurisdictions cannot be expected to make broad 
regional decisions. 

Finally, there must be a decision-making mechanism. 
How are regional decisions made in the Twin Cities? It 
is very simple: the roll is called at the metropolitan 
council, a vote is taken, and the majority wins. That 
is what happens, unless a federal judge intervenes. 

How does this affect the struggle between transit and 
highways? There has been a major fight over the form 
of transit. Transit now is defined in our area as any-
thing that involves more than one driver and one auto-
mobile. There is a structural problem because the 
transit commission, which is committed to building a 
rail system, is in charge of paratransit. The problem 
is how to make people innovative. A new airport or sub- 

way can be blocked, but you cannot tell people to be in-
novative and creative, and that is what paratransit re-
quires. The operating agencies should not have to fund 
things that are basically in competition with the form of 
transit they are supposed to be creating. 

The novelty has worn off transit in Minnesota in fund-
ing and in the legislature. There was a big fight between 
rail and buses, and the transit commission fought the 
bus system. There was a tremendous service expansion, 
but it went from being a no-deficit operation at the time 
it was taken over 7 years ago to being an operation with 
total expenses for last year of $50 million, only $18 mil-
lion of which comes from the fare box. 

It became a matter of ideological differences in Min-
nesota. The struggle happened at the same time that 
the freeways were going through the liberals' suburbs; 
this made it a political fight, because highways were 
"conservative." Transit, meanwhile, was expanding 
service for commuters, and this has produced a tre-
mendous deficit. The legislature has had enough so it 
has now gone to something called performance funding. 
The difference is that the legislators will not automati-
cally fund the deficit each year—or at least they say 
they will not. They will only pay a subsidy based on 
ride rship. 

There are many more buses than are needed, and 
there is no rail system; now UMTA funding will provide 
a people mover in downtown St. Paul. They give you the 
Saint Bernard, but you have to worry about the cost of 
the dog food. And that is what the state legislature is 
waking up to: the cost is quite high. 

Neal Potter, Montgomery County Council, Rockville, Maryland 

It is desirable to coordinate the different federal pro-
grams, including those in the heavily related areas of 
transportation, energy, and environment. There is a 
very serious question whether a nation that is short of 
energy should be subsidizing the use of energy in any of 
three large fields: space heating, manufacturing, and 
transportation. But we are heavily subsidizing the use 
of energy for mass transportation, as well as for auto-
mobiles. 

Our subsidies to the automobile are enormous and 
absurd. We not only fail to levy charges on the auto-
mobile to offset its heavy impacts on the environment, 
but we are also now subsidizing the price of gasoline 
and oil. The cost of gasoline at the pump is far below 
the cost of imports from abroad; price controls force 
a mix that sets the price far below the marginal cost. 
The cost of present levels of energy use is also very 
high in terms of national security. 

In the face of an overall policy that cannot long en-
dure, it is certainly desirable to save some energy. 
Therefore, the policy of subsidizing mass transit makes 
sense. Along with this subsidy, however, perhaps we 
should make the automobile pay its full cost, so that 
transit would be competitive at a much higher fare-box 
price. This would also have powerful impacts on land-
use distribution in our metropolitan and rural areas. 

One way to provide some extra support for mass 
transit and to penalize automobile use is by raising 
gasoline taxes. A high gasoline tax is not easily levied  

by local governments because of the competitive effects, 
but it could be levied by regional governments in metro-
politan areas. Since there are few regional governments, 
the states and the federal government levy the gasoline 
tax. The gasoline tax should be used to promote the 
economical use of energy and the protection of the en-
vironment through grants to regional or local transit 
authorities. 

The principal source of local revenues from the auto-
mobile are parking charges and parking taxes. In view 
of the costs the automobile imposes, the lack of such a 
tax amounts to subsidizing the automobile. This under-
scores the absence of an intelligent policy on congestion, 
environment, and energy. In the Washington, D.C., 
area, only the District of Columbia has begun, and only 
in the last 3 years, to levy a tax on parking. It still, 
however, has parking meters that grossly undercut the 
private competitive parking on which D.C. levies the tax; 
there is also a great deal of free street parking with no 
meters at all. It is the beginning of an intelligent policy, 
but it has a long, long way to go. 

The transportation authorities are said to be the be-
ginnings of regional government. Not so for the Wash-
ington area. The Washington Metropolitan Area Transit 
Authority (WMATA) has no bonding or funding authority, 
and it is constantly in the throes of extreme financial 
difficulty. It was established by compact among the Dis-
trict of Columbia, Maryland, and Virginia and the fed-
eral government, creating a contract that basically has 
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no contingency clauses. Because the dollar value of the 
construction has approximately doubled in the long pe-
riod from the original conception to the present, the 
original set of obligations is essentially in shambles, 
and the ability of WMATA to alter the situation is neg-
ligible. It is a matter of grant negotiations among a set 
of parties, none of whom knows where it is going, over 
a contract whose terms have become obsolete. 

If we are going to levy adequate gasoline taxes and 
put the money where it could contribute to national solu-
tions, it would be nice to have a coordinated, consoli-
dated federal grant program. The thinking of the Ad-
visory Commission on Intergovernmental Relations in 
these respects is to be highly praised and pursued, but 
it creates the situation of the grantor having control 
without knowing what he is doing. There is general 
agreement among those who struggle in county govern-
ments that the problem is that, on one hand, mandated 
programs often have no accompanying funds and that, on 
the other hand, money is often granted without adequate 
analysis and control. A guiding principle should be that 
control over the spending of money should be in the same 
hands as those responsible for raising it, and those who 
know the pain of raising it ought to. have the pleasure of  

spending it. These functions are divorced in federal 
grants, categorical or otherwise. 

On the other hand, the federal government is usually 
not equipped to make the decisions, because Congress 
never allows the government agencies adequate time for 
gearing up and becoming informed. So either lack of 
administration or hasty administration leads to very bad 
decisions. If we are to have these major grant programs, 
we should have much heavier administration and re-
search on the part of federal agencies to show them what 
they are doing. 

One warning is in order. The establishment of a co-
ordinated or controlled program of grants has to be 
phased in. There are, after all, enormous commit-
ments, expectations, and expenditures in process. The 
Washington Metro system is a prime example of this. 
The efforts of the Secretary of Transportation to reeval-
uate Metro when it is half done are extremely counter-
productive in several respects. The delays and uncer-
tainties and the consequent escalating costs and under-
mining of the original assumptions on which the system 
was designed can be more expensive than proceeding 
with the original system. 

Lloyd A. Rivard, Committee on Public Works, U.S. House of Representatives 

The metropolitan planning organization is a new organi-
zational form that emanated from, but was not directed 
by, the legislation on highways. There was a feeling 
among many urban-area officials that they needed more 
money for urban-area planning. A lot of the funds came 
from the 1.5 percent highway planning and research 
funds in the highway program and, since the Interstate 
system was well funded, 1.5 percent was a lot of money. 
But the planners still did not have enough money, so 
Congress granted another 0.5 percent that was desig-
nated for use by metropolitan planning organizations. 

That term was picked carefully to fit all the organi-
zations that were in existence. The intent was merely 
to hand the planners some more money, but the result 
was that the administration set up a whole new set of 
ground rules for planning organizations in all urbanized 
areas. These rules transferred a lot of the responsi-
bility for decision making and changed the composition 
of the planning organizations in urbanized areas; -this 
is in large measure the reason for the lack of progress 
on the urban highway system. It is more difficult to get 
local decisions than ever before. 

It has been suggested that guidelines for block grant 
legislation should include the following. 

The program objectives and priorities should be 
clear and precisely stated. 

The grant should encompass a substantial portion 
of total federal aid for providing services and facilities 
in the functional area it involves. 

Grants should be authorized for a wide variety of 
activities within the functional area covered, and recip-
ients should be given discretion and flexibility in de-
veloping and implementing a mix of programs tailored 
to their needs. 

Funds should be distributed on the basis of a stat-
utory formula that accurately refiectsprogram needs. 

Categorical grants include the bridge replacement 
program, which is funded at $180 million/year. That 
is allocated among the states by the Federal Highway 
Administration; this may build one bridge per state. 
Since bridge replacement is considered to be an area 
of high priority in the highway program, there is a cur-
rent proposal to increase the funding to $2 billion/year. 
That program will probably go through because it is the 
intent of Congress to improve 105 000 functionally defi-
cient or structurally obsolete bridges. It can authorize 
$2 billion to get something done in that category and 
then ask the states in 2 years, "What have you done?" 
If that money were allocated in a block grant, the states 
might have spent it on transit, aviation, or something 
else they felt was more important than bridge building. 
These things could be left to the states, but controversy 
among congressmen normally reflects the feeling of 
their constituencies, and that is what they should be rep-
resenting. 

The background of the 1974 Transit Act and how sec-
tion 5 came about is an interesting story. In 1973, the 
Banking and Currency Committees of both the House 
and Senate had jurisdiction over mass transit. They 
proposed a bill for operating subsidies only—a 2-year 
bill providing $400 million/year. It passed the Senate 
before January 1973; it passed the House, too, but only 
by two or three votes, and these votes would not carry 
it through the conference process. Through an oddity 
of jurisdiction, the administration sent up a bill combin-
ing the transit and highway programs. Title 23 was so 
greatly revised that jurisdiction of the whole package 
fell to the Public Works Committee, which held hearings 
all over the country and again in Washington. That re-
sulted in a bill for a 6-year program that would provide 
$20 billion. In the meantime, PresidentFord had said 
he would not approve more than $11 billion, so that fig-
ure was adopted. 
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The section 5 operating subsidies were passed by 
about 20 votes, because a lot of rural highway votes 
were swapped for the mass transit bill. So the House 
passed one bill while there was another bill going through 
the conference process. The House bill had the program, 
and the committees' bill had a $400 million subsidy. The 
program was rewritten in conference; a lot of adjust-
ments were made before it could be passed on the floor 
of the House. There has been a lot of sentiment for 
changing funding under section 5 to a service formula. 
The major transit people are looking for a revised for-
mula that favors the 25 largest cities. 

It is fine to think in terms of the community objec- 

tives of public transportation, but it is necessary to 
keep realistic expectations. Those things that are in 
the realistic range have got to be brought into any con-
sideration of the future of transit. For example, you 
cannot get money for the transit program by attacking 
the highway program or by attacking automobile subsi-
dies. This year's chairman of the Subcommittee on 
Surface Transportation is highly transit oriented, but 
he is also highway oriented. He has introduced a com-
bined highway and transit bill with three titles, the first 
one dealing with highways, the second with highway 
safety, and the third with mass transit, and they are 
going to remain tied to one bill. 

Arthur Baurer, Office of Research, California Senate, Sacramento 

A good part of the role of the Office of Research is to 
translate technical facts for politicians and to translate 
for the technocrats the political process and the trade-
offs that are necessary to get the kinds of things that 
may be beneficial to the public. Our political system 
is federal, and the states are important institutions with 
their own kind of sovereignty. Local governments have 
varying degrees of autonomy. Politicians at all three 
levels have something in common—their constituencies. 
This is an important factor in such things as urban tran-
sit. 

One of the things that is common to this broad-based 
constituency is the feeling that there is an entitlement 
to mobility. This consensus has a great deal to do with 
funding the various ways of achieving mobility. In the 
federal government, that has been basically the highway 
trust fund; highway trust funds also are frequently found 
in state governments. This is not some evil kind of con-
struction. Economists may say it is irrational, but it 
represents a very rational decision from the point of 
view of politicians because it is based on a consensus 
of opinion that they do not want to reencounter on an an-
nual basis in negotiating differences over conflicting de-
mands on the revenues. 

As concepts of mobility change and as the consensus 
on this concept of mobility is modified, certain subtleties 
arise in it. One of these deals with the Federal-Aid Ur-
ban System (FAUS) program. This program is under-
rated; it has been abused, and it has not been used cor-
rectly in all instances, but it is going to be important. 

Santa Clara County, for example, has a population 
of about 1.2 million and one of the highest rates of auto-
mobile ownership per capita in the United States. It has 
a local expressway program that it financed some years 
ago through a 0.5 percent local sales tax. The FAUS 
program came along, and the money is distributed within 
the county on a fair-share basis, but the smaller cities 
in the county found it requires too much paperwork. The 
county government therefore said, "We will buy your 
FAUS money from you. We will give you 60 cents of 
state highway money for your FAUS money." And with 
that FAUS money; Santa Clara County is in the process 
of trying to buy rights -of -way for either a busway or a 
fixed-guideway facility for some time in the future. 

That was done without any central coordination in 
terms of a regional program and without the interven-
tion of the state. It was done on the basis of the emerg-
ing flexibility in both the state and the federal programs  

that allows us to achieve certain ends. 
Another transportation -related program in the state 

of California is one that interacts in a rather perverse 
way with the Urban Mass Transportation Administration 
(UMTA) program. The origins of this program go back 
to 1971 to the state's transit subsidy program, which 
now amounts to about $200 million/year, collected from 
0.25 percent of the sales tax. The program is basically 
a mass transit program for counties that have more than 
500 000 people, but smaller counties can use it for high-
ways, depending on whether they have transit or not. If 
it is used for transit, it covers 50 percent of the oper-
ating costs; the remaining 50 percent has to come from 
other sources. There is no problem for large operators. 
They simply use that money and all the other money they 
can get their hands on. For some of the medium-sized 
and smaller districts, there is a problem; they claim 
they cannot raise the local matching funds to meet the 
50 percent requirement. 

The UMTA funds cover up to 50 percent of the oper-
ating deficit, provided that the existing level of all other 
financial assistance remains at least constant. A local 
area has two choices. It can maximize the section 5 
money by increasing deficits or it, can convert the sec-
tion 5 money to capital uses, but in general transit is 
already overcapitalized. 

California is therefore faced with a problem. 
Since the institution of the transit subsidy program in 
1971, there have been two governors who would not in-
crease funding for transportation because they do not 
think it is high on the public's agenda. But the Califor-
nia public transit industry is facing increasing deficits 
that will be unfunded in the future. In 1976, a bill was 
introduced that requires all transit operators in Califor-
nia to recover 50 percent of their operating costs from 
the fare box. This provision was finally taken out, but 
the Auditor General of the legislature was asked to look 
at transit operations and propose some alternatives to 
control the deficit problem. 

The Auditor General had some very specific findings 
and recommendations. For example, between 1970 and 
1976, deficits of the Southern California Regional Tran-
sit District in Los Angeles rose from $7 million to 
$117 million, service distance increased 75percent, and 
costs increased 210 percent. San Diego added a consid-
erable amount of marginal service because the state 
money was available, and some of the operators in the 
San Francisco Bay area were doing the same thing. The 
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Auditor General also found in seven sample systems—
urban, suburban, and rural—that fare-box recovery 
varied from 11 percent to 39 percent, whereas the na-
tional average at that time was about 54 percent. 

It was a bleak picture from the point of view of the 
legislature. The bill that was introduced tried to deal 
with this by requiring three basic kinds of audits: a fis-
cal audit, a performance audit, and a productivity plan. 
The fiscal audit looks at how the money is being used—
whether it is being used as it should be and whether the 
county treasurers are stealing it. The performance 
audit uses the same standards that the Government Ac-
counting Office uses for the audit of federal organiza-
tions. This audit is done over a 3-year period, with 
part of the audit done every year. The productivity plan 
has to be put together by the regional agencies that allo-
cate the money. The transit people could not publicly 
oppose the bill, but they were upset by it. The unions 
were very concerned, because they think criticisms of 
productivity and efficiency are aimed at them specifi-
cally. They wanted an advisory committee made up of 
members of each agency involved. Labor and manage-
ment both resisted adding transit users to the commit-
tee. 

The bill is going to be signed by the governor; there 
.is no opposition to it. The program itself is responsive 
to the public interest. There is no way that the transit 
industry is going to get money unless it shows some re-
sponsibility and some prudent management practices. 

California has been a major battleground in the issue 
of metropolitan planning organizations. Blood has been 
spilled in Los Angeles, San Diego, and the Bay area 
and all over the state legislature. The recounting of 
that battle may be instructive. The goals of regionalism 
and intergovernmental planning are sensible. But how 
do you structure the whole process, and do you try to 
impose the structure nationally on very diverse political 
systems? 

The history of the process goes back to a conference 
that was held in October 1958 at Syracuse University. 
Politicians at that conference were talking about inter city 
or intergovernmental planning. That discussion led to the 

1962 Federal-Aid Highway Act. In the mid-1960s, there 
was a series of such conferences, but the politicians be-
gan disappearing from these meetings. This left pro-
gram managers and planning technocrats from various 
kinds of agencies. The whole process and the rules and 
regulations for 1974 and 1975 began to show the effects. 
The process became based on what is convenient for the 
bureaucrats rather than on what makes political sense, 
at least in California. 

The Metropolitan Transit Commission, a nine-county 
regional agency was created back in 1968. In 1975, San 
Diego became interested in creating a planning and im-
plementation agency to look very hard and very directly 
at the whole notion of a rail transit system for San Diego. 
To help the agency along, the legislature gave it control 
over FAUS funds and over the state subsidy program. 

San Diego is a single -county urbanized area, and 
county government is very powerful in California. Even 
though it is a relatively small county, it has two very 
diverse political cultures. The southern county culture 
is highly urbanized and has a large chicano population 
and a fairly large black population—a big-city kind of 
area. 

To get the bill through politically, the county was di-
vided along certain boundaries. The bill said that, 
within the boundaries, this new agency (the Transit De-
velopment Board) will plan and operate, if it decides to 
construct, a fixed-rail facility. It will have access, for 
the first 5 years without question, to money diverted 
from the state highway trust fund for rail transit. It will 
program the FAUS money for the area of its jurisdiction; 
the original FAUS split within the county was presumed 
to occur, as it always has, through negotiations among 
the various cities, the county, and the metropolitan 
planning organization. 

The bill was introduced, and it had no trouble moving 
through the legislature. But UMTA balked. After the 
bill was passed and signed, it had to be sold to UMTA. 
UMTA is not going to stop the money, but it clearly does 
not fully approve. However, the new plan appears sen-
sible to certain political groups in the local area and, 
whether or not it works, it should be their decision. 

James H. Miller, Pennsylvania Transportation Institute, Pennsylvania State University 

The Pennsylvania Department of Transportation 
(PennDOT) through its Transportation Advisory Com-
mittee (TAC) has formed a Mass Transit Fiscal Review 
Task Force. The TAC was established in 1970 by the 
legislation that created PennDOT. Its membership rep-
resents leaders from the state legislature, the transpor-
tation industry, academia, labor, and major industries 
in the state. The TAC has recently completed several 
studies related to highway financing. PennDOT has fi-
nanced the state share of the cost of highways with 
bonded indebtedness to the point that debt service rep-
resents one-third of the total highway budget. Largely 
as a result of the findings of TAC's highway study, no 
new highway projects will be started with borrowed funds 
unless additional revenues are made available to the 
highway program. 

Although highway financing has received the greatest 
amount of attention, the state's transit program is in 
similar condition or soon will be. Pennsylvania prides  

itself in having one of the early, and more complete, 
mass transit assistance programs. Legislation was 
passed in 1967 that allowed the state to fund up to two-
thirds of the operating deficits of transit systems. Most 
of this aid has gone to Philadelphia and Pittsburgh, but 
20 smaller systems have also received support. 

This program has led to support by the state that 
grew from $9 million in 1970 to $74.2 million in 1975, 
1976, and 1977. After 3 years of level funding ($74.2 
million), the legislature appropriated $79.2 million for 
fiscal year 1978. Since section 5 funds became avail-
able in 1974 and 1975 the constant level of state funding 
really did not create a problem until this past year; most 
of the 13 systems in urbanized areas either cut back 
service, raised fares, or carried forward unfunded def-
icits. 

Forecasts indicate that Pennsylvania's transit def-
icits are likely to more than double in the next 5 years, 
but state assistance is not expected to keep pace. Local 
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governments in Pennsylvania subsidize transit but not to 
the extent as in other states. The early and generous 
state program and later the federal section 5 aid have 
allowed local governments to hold their share of deficits 
to about 33 percent of the total. In 1975, the state con-
tributed 55 percent of the deficit funding while the fed-
eral share was 12 percent. Nationally, local govern-
ments contribute about half the deficit support. 

It must be a natural law of government to try to pass 
the responsibility for meeting increasing deficits to the 
highest level possible. The local people look to the state 
for the money, and the state looks to the federal govern-
ment. Now Pennsylvania has reached the point that local 
governments are not putting up more money nor the state 
or federal government, yet the deficit grows. 

One of the major issues confronting the task force is 
who should pay for transit. How much should or can the 
riders or the various levels of government be expected 
to pay? One source of additional revenue that might be 
tapped is the fare box. Several years ago PennDOT was 
using a standard of 50 percent from the fare box as the 
guideline in reviewing applications. The guideline now 
being used is that the fare box ought to recover 45 per-
cent of the cost of operation. The only apparent justifi-
cation is that this is about where things are now. Phila-
delphia and Pittsburgh have a slightly higher percentage, 
which allows them a couple of years to slide down to 45 
percent without having to revise the guideline. Some 
systems recover as little as 20 percent of operating ex-
penses from the fare box. 

It has been suggested that the state require the tran-
sit authorities to raise fares to match inflation. The 
state has had some part in fare increases, but a fare 
level is not specified in written guidelines. Philadel-
phia and Pittsburgh both have had fare increases in the 
last year or so because of either direct or indirect state 
pressure. The state has said it would not put up more 
money until fares were raised. Interviews with transit 
authority staff and board members suggest that such 
state intervention in setting fares is not acceptable to 
theni. 

One of the problems in Pennsylvania is that none of 
the transit agencies has the power to tax. All the money 
comes from the general funds, revenue sharing, or 
wherever they can get it. As a result, the local share 
is not very large and cannot get much larger. One of 
the proposals before the task force is to allow local citi-
zens to give local governments the power to tax specifi-
cally for transit. The problem is that it is unlikely that, 
given the option, voters in urban areas would vote new 
taxes. Few of the systems have a good public image, 
and that is crucial in selling a tax. 

One complaint received from transit authorities con-
cerning state funds is their unpredictability. It is a 
year-to-year appropriation that is determined by the 
legislature. The federal money is predictable, and the 
local share can be guessed fairly accurately, but the 
state money is an unknown until the fiscal year is under 
way. The program in Pennsylvania is discretionary. 
The Undersecretary for Local and Area Affairs allo-
cates funds to each authority based on need and other 
more subjective measures within the amount appropri-
ated by the legislature. There has been talk about using 
formulas, but that option has been resisted. There  

seems to be more wrong than right with formulas. A 
formula could give too much to some areas and not 
enough to others, causing distortions and other prob-
le ms. 

Another alternative being discussed is combining an 
incentive package with the basic subsidy. PennDOT can-
not guarantee anything the legislature has to pass, but 
the program could, for instance, attempt to provide 60 
percent of a system's deficit, based on need, and then 
add another 6,67 percent if the system meets certain ef-
ficiency criteria. The state would use 8 to 10 efficiency 
measures; the number of passenger-kilometers per 
vehicle-kilometer, cost per hour, and cost per kilometer 
are some of the more standard ones. The values of these 
measures could be related to a system's own perfor-
mance, i.e., the change in a measure from year to year, 
or they could be based on values from the system's peer 
group. 

There has been a lot of resistance to the efficiency 
incentives for several reasons. How do you know which 
measures are appropriate? Who is to decide what an 
acceptable percentage change is? Other shortcomings 
that have been pointed out include the problem of iden-
tifying peer groups or determining whether peer group 
comparisons are valid. Further, a system may make 
counterproductive changes just to influence the indica-
tors. If a system really wants to get the highest num-
ber of passenger-kilometers per vehicle-kilometer, it 
will just cut out all the owl service and weekend service. 
It could be very efficient in one measure and yet not 
meet the objectives of the system. 

In a state like Pennsylvania, where the local govern-
ments put up only one-third of the money, how can local 
areas really expect to have much control over the sys-
tem? Why should not the state have the right, in com-
bination with the federal government, to tell the system 
how it should be operated? It is putting up most of the 
money. 

There is a real concern about how to get accountabil-
ity in a transit assistance program. It is doubtful that 
orders from above can make a system great; formulas 
or guidelines cannot make a good system. There are 
some very good systems, but it is not because of the 
state or federal governments; it is because of the local 
people—the management and the board of directors. 

To summarize, there are many more questions than 
answers in Pennsylvania. Transit systems will try to 
get as much state money as possible, which may not be 
much more. They may expect a little more from the 
federal government, but most of the burden will fall on 
the local government, which will probably lead to addi-
tional local taxing power. 

Transit has almost come back to its position 20 years 
ago, when it was privately operated and trying to break 
even. Now transit is trying to break even, not on 100 
percent of cost but 25 or 50 percent of cost. Systems 
are now cutting service and raising fares to balance bud-
gets. If this is the future of transit then maybe we ought 
to shut it down; that is the fastest way to minimize 
losses. Pennsylvania is not going to stop funding tran-
sit, but it has the serious problem, as other states do, 
of trying to cover an ever-increasing deficit and doing 
it very quickly. 
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The basic problems in this business of financing mass 
transit are political and institutional. It has been ob-
served that all the governments want to kick the respon-
sibility up to the next higher level. This is because it 
relieves them of the very uncomfortable necessity of 
confronting the unions and the transit users and having 
to hurt somebody. The problem is that federal money 
cannot go on forever either. From an academic, non-
political point of view, revenue sharing is certainly an 
ideal answer for this sort of thing. 

Discussions about transit operating subsidies are 
really discussions about big city programs; it is not 
even particularly a national problem. Only a handful 
of cities really are hurting a lot for money. But, of 
course, they are hurting for money for everything they 
do—police, welfare, schools, and so forth. There is 
justification for the federal government to do something 
about it; the federal government has more effective 
means than any other level of government to raise money 
quickly. 

The theme during the last several years has been, 
"Let federal money be freely used, and local govern-
ments will put it where they want to put it; that will do 
lots of good and solve lots of problems." But as a prac-
tical political matter, Congress does not like general 
revenue sharing, and it is not going to happen. 

Certainly from one conceptual point, it is very diffi-
cult to defend the categorical programs. Why should 
the federal government tell the states that it is more 
important than anything else to have 16 bridges or build 
a great river road or have a primary or secondary sys-
tem? As a practical matter, though, it is not possible 
to get away from federal programs entirely. The fed-
eral government is going to have to give money to the 
state or local governments for transportation, but it is 
going to be tagged for transportation. 

People still talk about grant consolidation —for ex-
ample, a merging of urban highway and transit pro-
grams—as if that were a highly desirable goal and would 
provide us with a state of affairs that we do not now have, 
It is doubtful, however, that this would really change 
anything. As far as federal urban transportation grant 
money is concerned, the programs have got about as 
much flexibility as is possible, at least in terms of the 
eligibility of things for which the money can be used at 
the state and local level. 

The Federal-Aid Urban System (FAUS) program pro-
vides money, at least at the state level, that can be used 
for any capital purpose at the local level; there are no 
restrictions on it other than that it cannot be used for 
operating money. The big issue surrounding FAUS is 
not what the statutes say about what the money can or 
cannot be used for; it is about who controls it after it 
leaves federal hands. 

There are substantial battles going on among city and 
state interests over who is in charge of that money. The 
city interests are alleging that, by some sleight of hand, 
they were dealt out of what they thought they were get-
ting in the 1973 Federal-Aid Highway Act. At bottom,  

the urban block grant or grant consolidation issue-  comes 
down to an institutional struggle—city governments 
against state -governments. 

If things change in such a way that the cities get more 
control over the FAUS money than they have now, there 
might be some changes in the way the money is used, 
but a dramatic switch from highways to transit spending 
is unlikely. City governments are as concerned about 
spending highway money as they are about spending tran-
sit money. There might be a change in the type of high-
way projects—fewer grandiose projects, more little 
projects—which may indeed be desirable, but it would 
not be terribly relevant to transit. 

The conventional wisdom of urban planners and others 
of that ilk is that metropolitan regional transportation 
planning would be a very good thing. However, little 
evidence has ever been advanced on that point, other 
than general arguments about the benefits of doing every-
thing on a systemwide basis. This is not a terribly 
strong argument, particularly if you are not building 
big rail or highway systems. 

There is a fair body of evidence against building big 
rail systems, and it is doubtful that anyone will try ur-
ban interstate highways again. If neither of these is be-
ing undertaken, what would a big metropolitan regional 
planning agency be needed for? If there are only lots of 
little projects—street projects or a bus system here or 
there—what need is there for an intervening layer of 
highly paid planners? In other words, the need for a 
metropolitan planning organization (MPO) cannot simply 
be assumed. 

If the local governments want to have MPOS, that is 
something else. If they really want them and are in a 
position to fight out all the antagonisms and political 
problems that are involved, we should not get in their 
way and probably ought to help them, but it should be 
their choice not that of the federal government. As a 
practical political matter, we will probably continue to 
have the MPOs because they are there, but they may 
never be more than an arena or forum in which the 
local politicians work out the deals they would have 
worked out anyway. 

One of the real problems in the block grant program 
is how to find the middle ground between general rev-
enue sharing and the categorical programs. It is easy 
to think up some piece of legislation but specify, "We 
will retain project-approval authority, and we will tell 
the local governments to figure out what they want to do; 
then we will decide whether it is a good idea or not." 

That sounds like a fine idea on paper, but what would 
happen in practice? The transit operators or the city 
or state governments look on any form of money as their 
money. Once they get the legislation through, it is an 
entitlement. If the Urban Mass Transportation Administra-
tion (UMTA) or another agency tries to tell them they - 
ought to think about doing this or that, they tell UMTA 
what UMTA can do about it; they usually take the money 
and do what they want with it. As a political matter, 
there is not much that can be done about it. 
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The experience in the San Francisco Bay area can be 
used to illustrate some of the problems encountered in 
allocating funding for transportation. The Bay area has 
a metropolitan planning organization, the Metropolitan 
Transportation Commission (MTC), that in a sense was 
thrust on the region by the state legislature. It is made 
up of elected and appointed officials who are committed 
to doing a job. The MTC approach revolves around fol-
lowing a single funding program as set forth in the re-
gional transportation plan. This program uses existing 
funding sources, accepting the doctrine we have fol-
lowed for years that some big single transportation fund 
will not come about to solve all our problems. 

It is by no means just a federal problem. The Bay 
area, for example, uses many funding sources in trying 
to solve its transportation problems. The first one is 
the federal family of funding from the Federal Highway 
Administration (FHWA) and the Urban Mass Transporta-
tion Administration (UMTA)—basically, the beautifica-
tion, noise-abatement, safety, and maintenance and con-
struction funds come from FHWA through the state. 
Most of them are formula related. From UMTA, there 
is section 5, section 3, and section 9 money. The sec-
tion 3 and 9 funds are basically discretionary, while the 
section 5 funds are formula based. 

The second source is the state, which gives 3.6 cents 
of the 7-cent gasoline tax that goes for the highway pro-
gram. There is also some proposition 5 money, which 
allows a proportion of highway money to be spent for 
mass transit under certain specified conditions. Some 
state and local money also goes into transit. The Trans-
portation Development Act (TDA) money is considered 
by people in the region to be local money, while officials 
in Sacramento would say it is state money. Its source 
is a 0.25 percent sales tax on gasoline authorized by 
state legislation and collected in each county. 

The third source is local. The property tax yields 
about $68 million, which goes directly to the San Fran-
cisco Municipal Railway (Muni) and Alameda-Contra 
Costa (AC) Transit. There are also four Bay area 
counties that levy a half-cent sales tax that goes to transit. 
A fifth county is authorized to do so when the need arises 
The 3.4-cent local gasoline tax is mainly for local 
streets and roads. There is revenue sharing in the 
case of Muni, the only area that uses revenue sharing 
for transportation. Muni also gets some general rev-
enue that comes from the water department, which is 
also a part of the Public Utilities Commission. Bridge 
tolls were raised 25 cents to provide aid for transit. 

Finally, there is the good old fare box; everybody 
has been agonizing over what its share should be. 

The money from these four sources goes into a single 
transportation budget, which isthen broken down into 
highways and transit. Even though someone is always 
proposing that excess highway funds be used for transit, 
the fact is that there are no longer sufficient funds for 
highways. This calls for the prudent allocation of funds 
to provide the most efficient transportation (highway and 
transit) possible. This is particularly true since some 
of the state highway sources are drying up, e.g., vehicle 
registration and driver's license funds (which also sup-
port such agencies as the Highway Patrol, Air Resources 
Board, and the Division of Motor Vehicles, which are 
using up more and more of these funds). 

On the transit side, 33 to 35 percent of the revenues 
of major operators come from the fare box. The new 
operators, such as those in San Mateo and Santa Clara  

get 11 to 17 percent. The Golden Gate Bridge gets 48 
percent. Transit-also gets section 3, 5, and 9 funds 
from UMTA, as well as the proposition 5 and Federal-
Aid Urban System (FAUS) funds. 

It is really impossible to put all of these sources into 
one nice big pot. It is possible, though, to take these 
funds and finance a single program or plan. The Bay 
area has a regional transportation plan that sets forth 
how the region is to develop in terms of transportation. 
There is a Transportation Improvement Program (TIP) 
that does this. The feeling in the Bay area is that the 
TIP is workable; even the transportation system man-
agement element is workable. Regional transportation 
can work if transportation funding is allocated with 
everybody participating to the fullest extent possible—
citizens, politicians, technicians, operators, and all 
the others. They must reach a consensus, and the fund-
ing must be flexible to carry out the agreed -on program. 

Flexibility is very important, and the lack of it is the 
reason this intergovernmental problem has never really 
been solved. Of course, some funds are not flexible in 
their use. The proposition 5 money is a state source 
that can only be used for fixed-guideway capital. Section 
3 money is basically for capital, although some opera-
tors have been able to swing a few little operating costs 
out of it. Conversely, section 5 is basically operating 
money, but a considerable amount gets used for capital; 
in the Bay area, about $27 million goes for operating 
costs and about $550 000 for capital. TDA money can 
be used either for capital or for operating expenses. 
FAUS money is basically for capital. Property tax rev-
enue, if available, goes either way. Sales tax also goes 
either way, as does revenue sharing. General revenues—
bridge tolls in the Bay area—can be used only for capital 
purposes. 

There are six major operators that each year vie for 
their funding under this system, and one must have the 
flexibility to be able to trade off. For instance, Muni 
and AC Transit are eligible for bridge tolls, and the 
Bay Area Rapid Transit System (BART) is using the 
sales tax revenue. If BART needs more operating money 
because it is not getting any of the bridge tolls, some of 
Muni's and AC Transit's TDA money can be given to 
BART for operating, because this money can go either 
way. 

With all this juggling, the region benefits through a 
better funding program. If the conditions on each one 
of these funds were strictly adhered to, the funds would 
not meet the needs of all operators because each year 
their capital and operating requirements change. It will 
become increasingly necessary for MTC to provide bet-
ter auditing for the use of these funds. There are as 
many as six different auditors from as many different 
governmental agencies in the office every year, each 
saying that next year there is going to be a single audit. 
But we must find ways to develop performance criteria 
to ensure that this money is being effectively used. 

This idea makes the operators very nervous, and it 
should, particularly since not more than 10 or 15 years 
ago 90 to 100 percent of their revenues were coming 
from sources completely under their control, primarily 
the fare box. Now, at least two-thirds of most opera-
tors' revenues come from sources they do not control—
federal, state, and local funds. They must now learn 
that, if they are going to spend other people's money, 
they must indicate how it is spent. 

The larger burden is on the MPO5—the agencies that 
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are trying to be sure that this money somehow gets 	agencies, they must be able to determine what the per- 
more efficiently and effectively spent. If they are going 	formance criteria are and how those measures can pro- 
to try (as they must) to get more money for the operating 	duce more effective use of the money spent. 

Workshop Discussion: Cost Allocation and 
Funding Structure 

Three issues emerged as the major topics of floor dis-
cussion in the workshop session on transit funding. The 
first dealt with the form in which aid should be granted. 
The second related topic was whether the gasoline tax 
is effective and whether earmarking part of this tax for 
public transportation is justified. Finally, the discus-
sion addressed the development and use of productivity 
measures and service standards. 

THE FORM OF TRANSIT AID  

It is very difficult to find a middle ground between let-
ting local areas spend federal money according to their 
own conditions and priorities—that is, giving them block 
grants—and assuring the federal government that the 
money is being properly administered for the purposes 
that the Congress intended. One problem with block 
grants is that the funds are spread too thin over com-
peting community needs to accomplish any one major 
project—in other words, a block grant might buy a few 
buses, but it could not fund a rail system. If a rail sys-
tem is called for, then specific money must be allocated 
for it. 

There are problems with specific grants too, however. 
They may not be sufficiently responsive to local needs 
and priorities, and they may not, in fact, afford the fed-
eral government very much control over the choice of 
projects it wishes to fund. The problems are both ana-
lytical and political. The U.S. Department of Transpor-
tation (DOT) does not have enough staff to do a thorough 
analysis of local situations and projects before making 
specific grants. Further, if a community decides it 
really wants a particular project, it is very difficult for 
DOT to ignore the political repercussions of turning it 
down, regardless of how much analysis has gone into it. 

GASOLrNE TAXES 

Opinions differed on whether the rationale for earmark-
ing gasoline taxes for the support of public transporta-
tion is reasonable. The gasoline tax is supposed to (a) 
discourage the use of automobiles, (b) make automobile 
users pay for the external effects—environmental dam-
age and unnecessary use of energy—associated with the 
automobile, and (c) help provide an alternative to auto-
mobile use by supporting public transit. 

There was general agreement that the tax does not 
really discourage the use of automobiles. First, driver 
behavior is so inelastic that gasoline prices have little 
effect on automobile use. Second, although user charges 
may be a desirable form of taxation, the gasoline tax 
should probably not be considered a user charge; the op-
eration of automobiles is so widespread that everyone 
pays gasoline taxes in some degree, so these taxes are 
more like a general excise tax. 

If the gasoline tax does not discourage driving, what  

is the justification of using it to subsidize transit? Is not 
the use of this tax to subsidize both transit and highways 
inconsistent? 

Even though the gasoline tax may not accomplish the 
ends that are claimed for it, it is generally in line with 
national policy and thus is superior to, say, the property 
tax as a source of funds for the support of public trans-
portation. • To the extent that gasoline is currently Un-
derpriced in terms of the free market, a higher gaso-
line tax would help remove this subsidy to automobile 
use and would also help rationalize our foreign policy 
with respect to oil. While earmarking the gasoline tax 
for both highways and transit is not particularly defen-
sible, the tax has proven to be a politically palatable 
way to get money for transit purposes. 

MEASURING PERFORMANCE 

The governments that provide subsidies to transit should 
have some assurance that the funds granted are being 
used effectively to provide better public transportation, 
but there are no set standards for effective performance. 
Are useful performance criteria and productivity mea-
sures being developed? 

The state of California has passed legislation that in-
cludes a set of standard performance measures so that 
transit operators can set up local goals in common 
terms. The legislation does not state what these local 
goals should be, but it does relate future allocations of 
funds to some reasonable attainment of those goals. 

The federal government's standardized reporting pro-
cedure will provide DOT with the kinds of information 
needed to develop a standard data base for transit oper-
ations. Eventually, performance standards can be de-
veloped so that the effective use of federal grants can 
be audited. 

Pennsylvania is urging, and may someday require, 
that each transit authority develop its own set of stan-
dards. These standards are stated in terms of goals—
so much cost recovery, so much ridership, and so forth. 
This will permit systems to monitor their own perfor-
mance. 

Cincinnati has localized standards that vary for dif-
ferent types of service within its own system. For ex-
ample, express buses are expected to meet different 
standards than are local-service buses. This avoids 
the assumption, inherent in standardized measures, 
that all transit is the same and operates in the same 
environment. 

Regional transit systems that are supported by sev-
eral communities have a particular problem in setting 
performance goals. The localities that pay the bills 
may have different public transportation objectives. A 
very densely settled community may consider transit a 
public service and favor a proportionately large sub-
sidy; more thinly settled suburban communities may 
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expect user charges, or fares, to be the principal 
source of support for transit. This argues for perfor-
mance standards, like Cincinnati's, that vary within a 
single system. Business district service could be sub- 

sidized more heavily, while service along radial corri-
dors or in low-density areas could rely more on the 
fare box. 

Session 6 

Where Does All This Lead? 

The purpose of the final workshop session was to sum-
marize and synthesize the presentations and discussions 
of the various topics the workshop had addressed. The 
moderator of each workshop session reviewed its pro- 

ceedings and abstracted its findings and conclusions. 
The moderator closed the final session with a summa-
tion of the workshop's contribution to finding solutions 
to the problems of urban transportation. 

Transit Deficits and Public Policy 

Robert P. Aex, City of Knoxville 

The upward trend of transit deficits in the 6-year period 
beginning in 1970 amounted to a nationwide increase of 
more than 800 percent. In contrast, the deficit for last 
year was only 9 percent. The responsibility for transit 
deficits cannot be laid at the doorstep of federal, state, 
or local governments but at that of public policy as it 
relates to fares, levels of service, and taxing. 

Six categories of expenses caused transit costs to 
double from 1970 to 1976—inflation, labor, additional 
employment, increased service, higher fuel prices, and 
miscellaneous costs, such as insurance and electricity. 
The higher wage bill due to additional service, inflation, 
and increased wage rates accounted for about $1.5 bil-
lion of the almost $2 billion increase in the cost of pro-
viding transit service. During the same 6-year period, 
labor productivity, measured in terms of vehicle-
kilometers per employee, decreased 10 percent. 

The rate of increase in revenues has been only about 
one-fourth the rate of increase in operating costs. To 
fill this gap between costs and revenues, federal, state, 
and local governments now provide nine times more op-
erating assistance than they did in 1970. The increase 
in local assistance has not kept pace with that of other 
sources. Although local funding rose substantially from 
1970 to 1976, it is nevertheless a declining relative 
share of the funding for transit deficits. 

This broad survey of the deficit situation leads to 
three conclusions. 

1. The transit deficits reflect public-policy choices 
that fares should not bear the full burden of transit 
costs, that levels of service should be maintained or  

raised, and that transit is a public service that should 
be supported through taxes rather than user charges 
alone. 

Given certain assumptions about the course of in-
flation and other factors, transit deficits will probably 
rise about 15 percent/year in the next few years. 

The cities have a continuing commitment to pub-
lic transportation and to improved transportation ser-
vice. In spite of the financial pressure this commit-
ment implies, government initiatives to encourage in-
novative services and controls on efficiency will prob-
ably reduce transit deficits. 

Problems of urban transit deficits persistently dom-
inated the discussion. Now and then, transit alterna-
tives were considered, but generally this area did not 
receive the attention that it deserves on the basis of its 
potential contribution to public transportation. 

Against the somber backdrop of the transit deficit, 
panelists discussed a number of current and impending 
issues. 

The president's balanced-budget policy may 
dampen the federal government's willingness to subsi-
dize operating deficits at a higher level, and large-
scale capital programs, such as building rail systems, 
may be questioned more closely. 

It is far from proven that the social benefits of 
transit systems are high enough to justify the present 
ratio of taxes to fares. Further, subsidizing rail sys-
tems may have the effect of redistributing income in 
favor of higher income groups. 
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The local share of transit deficits has got to be 
increased. Although this puts local politicians in the 
difficult position of having to find additional local rev-
enue sources, they can and do bite the bullet, even 
though this may shorten their political careers. 

Political leaders must have an active role in 
making public transportation decisions; doing the right 
thing must be combined with political realism, because 
inevitably there will be more fiscal restraints on tran-
sit in the future than there have been in the past few  

years. Innovative ideas are needed to provide the kind 
of transportation urban society needs at a lower cost to 
the general public. 

Money does not solve all problems. In fact, the 
foremost problem of transit may be poor basic design. 
Transit must be effective in order to survive. If cur-
rent trends continue, there may be no alternative to 
cutting back service levels; in the immediate future, 
the amount of money that is available is going to deter-
mine the transportation that is available. 

Reducing Transit Costs 

Joseph C. Smith, Finance Division, New York State Department of Transportation, Albany 

The transit industry cannot simply assume that the pub-
lic will continue to foot the bills, without looking at the .  
price tag. Transit itself must try to find ways of con-
trolling its deficits. The most obvious approach is to 
reduce costs. The problems of the Metropolitan Trans-
portation Authority (MTA) of New York City exemplify 
the cost-reduction problems faced by transit systems in 
large metropolitan areas. MTA's deficits are approach-
ing $500 million/year; they are projected to reach $842 
million by 1982. It is impossible to come up with enough 
money to fill a hole of that size every year. The gover-
nor of New York ordered a management study of MTA 
because something obviously had to be done if transit 
services were to continue. Preliminary study data in-
dicate that substantial cost reductions can be made. 
However, cost reduction is not going to provide the 
complete answer. There is no way to squeeze that 
much out of improved efficiency and better management; 
the gap is too enormous. Some permanent financing 
mechanisms must be developed to supplement existing 
federal, state, and local assistance programs. 

It is not realistic to think that the kind of money 
needed to cover New York's annual deficit can be raised 
at the state and local level. New York for the last 
couple of years has been using a gimmick to close a 
large part of the gap between costs and revenues—the 
transfer of section 3h funds of from $80 million to $120 
million/year. But this is only a temporary source of 
relief. These federal funds are earmarked for approved 
capital grants, and they are, in effect, borrowed funds 
that must be repaid as the approved capital project is 
constructed. Coming up with the other half of the fed-
eral share for construction imposes a further drain on 
already strained state and local finances. 

New York needs federal subsidies on a permanent 
basis to supplement state and local funding. MTA does 
receive federal operating assistance under section 5 but,  

from the standpoint of New York City's needs, the popu-
lation and population-density formulas by which these 
funds are currently distributed are not realistic. New 
York receives a much smaller percentage of section 5 
funds than it would if the distribution formula were 
based on ridership, deficits, or service and costs. The 
current formula may be realistic in terms of future cap-
ital investment in areas in which transit systems should 
be developed, but it does not provide funds where tran-
sit systems are in place now, doing the job of moving 
people and incurring sizable deficits. 

The maintenance -of -effort requirement for section 
5 funds is also a very real problem; if MTA is success-
ful in reducing costs, it will automatically disqualify it-
self for any section 5 money in future years. 

In the context of cities smaller than New York, a list 
was presented of about 30 areas for potential cost reduc-
tions in medium-sized transit systems. These ideas 
were drawn from actual experience in dealing with tran-
sit operations throughout the country, and they represent 
opportunities that have been found to exist in many prop-
erties. This should provide a useful checklist for oper-
ators involved in cost-reduction programs or deficit-
improvement programs. 

In line with the idea that transit's ultimate problem 
is poor basic design, the use of complementary systems 
to provide for public transportation needs is proving to 
be a successful cost-saving innovation in some areas. 
The system developed in Knoxville serves more people 
in a broader area at a much lower cost than could be 
done by extending the conventional fixed -route system. 
Knoxville has taken a straightforward, down-to-earth 
approach to get the job done. Transit is surrounded by 
many institutional constraints, which seem to multiply 
with the size of the system, but the Knoxville experi-
ence implies that there can be substantial payoffs if 
these constraints can be overcome. 
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The other approach to controlling deficits is to try to 
increase transit revenues, either by making operations 
more profitable or by finding new external funding 
sources. There is an implicit assumption that transit 
cannot really expect to get much more federal help than 
it is already receiving. In fact, if there is a redistri-
bution of aid toward the larger cities, some of the 
smaller systems would get even less money than they 
currently receive. The strategy seems to be to keep 
the existing flow of federal funding alive while finding 
new ways to tap local and state resources for the sup-
port of transit. 

Raising fare contributions seems an obvious way to 
increase transit revenues, but raising fares, like rais-
ing taxes, is a matter for public policy and a course 
that politicians do not relish taking. One fare option 
might be to peg fares to inflation in order to stabilize 
whatever portion of the transit bill the fare box is cur-
rently paying. The Metropolitan Transportation Com-
mission in California has established guidelines for such 
a mechanism. 

It was suggested that this strategy, like that of keep - 
ing labor costs in line with inflation, is so much subject 
to political whim that it could not be effective in prac-
tice. However, this may no longer be the case in all 
areas—times are changing—and fare escalation may 
now be a worthwhile goal to pursue. 

Should the federal government impose some sort of 
guideline governing what proportion of the costs of op-
erations fares should carry? The very existence of the 
section 5 operating assistance contributed, in some 
cases, to a decision to lower fares. 

A powerful argument against federal fare guidelines 
is that local traditions, local perceptions, and local con-
ditions must be taken into account in making fare-level 
decisions. The fares charged must be oriented toward 
getting the local support that transit needs; at least, 
that must be considered in seeking the answer. Fare 
levels are not always a matter of straight economics, 
and these decisions are difficult enough at the state or 
regional level; the federal level is even farther removed 
from local choice. 

On the question of tax sources that might be used for 
transit purposes, the panel provided a little bit of bad 
news and quite a bit of good news. The bad news is that 
a study of revenue sources funded by the Urban Mass Trans-
portation Administration concluded that value capture, 
which had appeared to be a promising revenue-raising 
device, is basically nonoperational. The study found 
some other innovative forms of finance that did appear 
to have some promise, however. One such device is a 
limited—very limited—application of tax-increment and 
special assessment funding. The application is by-and-
large limited to fixed investments, and there are not 
too many of those on the horizon; even if such an oppor-
tunity presents itself, the probable payoff would be only 
from 5 to 15 percent. 

The good news is that many transit authorities have 
already found innovative ways to finance themselves. 
Some areas have been able to tap the sales tax for tran-
sit purposes. One of the most attractive attributes of 
this resource is that it goes up with inflation; it not only  

helps plug the deficit gap today, but it continues to grow 
as costs increase. Local governments meet some for-
midable obstacles when they try to raise support for 
public transportation, but they have had remarkable 
success in passing sales tax measures. The accepta-
bility of this tax makes it a particularly bright possi-
bility as a source of transit revenues. 

Acceptability and payoff are only two of the many 
variables that enter into the decision-making process 
that governments go through with respect to revenue 
sources. This process must be uniquely suited to the 
politics of each community. If there is a common re-
quirement, it is that the process must be adequate; 
short cuts cause grief in the long run. 

Chicago and California, for example, imposed a re-
tail sales tax on gasoline to finance transit. in Los 
Angeles, the view seems to be that they will expand 
service as far as they can as long as somebody else is 
raising the money. When the federal government came 
up with section 5 money, fares were kept low; when the 
state raised the money through the transit authority, as 
much marginal service as costs would justify was insti-
tuted, but from the viewpoint of fares versus revenue 
some of this service was questionable. 

Columbus is also interested in improving service, 
but more cautiously. Certain performance indicators 
made Columbus look like a successful operation, but 
these were rather misleading. The operation looked 
good from the point of view of efficiency, but it was 
sadly deficient from the point of view of service. The 
transit-revenue issue is about to be put before the com-
munity, which will soon have a chance to express its 
opinion of transit service. 

Community reactions differ in each place. There is 
rather substantial, if recent, commitment to transit in 
Cleveland, Chicago, Baltimore, Atlanta, and San Fran-
cisco, but Columbus and Los Angeles have more cau-
tious attitudes. Why do we get such different results in 
each community? It is probably because the condition-
ing has been different in each. 

It is improbable that a nationwide deficit that is in-
creasing at a rate of 15 percent/year is going to be fi-
nanced; if it is not financed, it cannot occur. It is not 
going to happen, because the political process is not 
going to let it happen. Transit has already made big 
gains in several major cities. Now the name of the 
game in most of these cities is to make the best of the 
revenue base that has been secured, not to go out and 
get more. 

Where does the professional fit into this process? 
Decisions must consider what will work and what has 
merit. It is a contest between the political and the pro-
fessional elites. One problem concerning professionals 
is, Which professional? The supply is overwhelming. 
The second, and more serious, problem is that all anal-
ysis is based on value judgments, and these cannot be 
resolved professionally. A conflict in values can be re-
solved properly only by the appropriate political bodies. 
So the political process ultimately holds the answer. 
The role of the professional is to frame the alternatives, 
advocate the solutions, and rely on the political process 
to sort out what the social benefits are. 
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If there was any consensus at all in regard to how tran-
sit costs should be allocated, it is that the guidelines as 
to how much money should come from fares or from any 
other source are a function of local conditions. Perhaps 
each area should set a guideline and use it as a way of 
helping to keep costs down and to keep revenues improv-
ing. An overall guideline does not make much sense. 

It was discovered in debate that there is a painless 
tax. For the local area, the painless tax is clearly the 
state tax. For the state, it is clearly the federal tax. 
The federal tax is almost painless, because no one 
really knows who is bearing the burden, but it hurts 
when the federal people say, "We are only going to fund 
so much operating deficit." Then the state and local 
levels must decide how much money they are willing to 
put up or how much service they are willing to cut. 

This painful prospect led to the idea that state legis-
latures and metropolitan planning organizations should 
start being a lot tougher on the operators and draw the 
line on deficits. The implication is that there is a lot 
of inefficiency and that, if the managers would really 
get out and manage better, they would find a way of im-
proving the productivity of labor and management. 

There is, of course, some gamesmanship here. 
There are no notable cases in which a city transit oper-
ation actually has been closed down. But some cities 
have closed down their schools because they do not want 
to pay higher taxes, and it could happen to transit too. 
Most people are not quite sure what transit is doing for 
them anyway. Transit people tend to define the role of 
transit according to their own biases. It is obvious to 
them that transit saves energy, that it helps urban de-
velopment, and that it provides mobility to the poor. A 
lot of these things may actually be true, but who can 
prove them in numbers? 

In addition to trying toprove what transit does, there 
is a need for sets of standards to prove how well it is 
doing what it does. There is no one set of magic num-
bers that can do this, but it is still important to set the 
goals. It is particularly important to be able to prove 
to the people supplying the money and to the citizens in 
general that transit is responsible and that it is trying 
to improve its operations. 

The issue of pragmatic versus rational approaches 
to generating financial mechanisms has stimulated ex-
tensive discussion. The pragmatic theory is that you 
should go along with whatever the current financing 
forms are; they are there, they work, and some thought 
has been given to them at some stage in their develop-
ment. Over the short term, there is certainly no alter-
native to using existing mechanisms, but it is necessary 
to make the best of whatever situation is given. Over 
the longer term, rational theories of what is the best 
financing mechanism can be considered. A set of cri-
teria can be drawn up on the basis of equity, efficiency, 
and administrative practicality, and a better answer 
can be found. 

The people who work for legislatures were a little 
skeptical about that. It is a very good idea in theory  

but, if the state or federal legislatures do not agree 
with it, the theory will never be practiced. The issue 
of user charges is an example. In theory, all econo-
mists agree that, where it is possible, there is no ra-
tional reason for people not to pay at least part of the 
capital costs and part of the operating costs of the goods 
and services they use. Every president in recent his-
tory has come out in favor of this. But it has taken a 
long time to convince legislators and their staff mem-
bers that there is a case for this. Now, some move-
ment in that direction is under way. In many ways, 
politicians have a much more direct tie to transporta-
tion users than do most planners and bureaucrats. if 
the arguments for user charges cannot be expressed in 
such a way as to convince the transit user, it will cer-
tainly not be possible to convince the politician either. 

A strong case was made for block grants as a financ-
ing mechanism for mass transportation, on the grounds 
that they have fewer biases than categorical grants and 
give state and local governments more flexibility. How-
ever, several problems with block grants were noted. 
One is that any type of block grant makes it difficult to 
deal with building heavy-rail systems and making other 
large local investments. For example, if Atlanta wants 
to build a rapid rail system, it would have to save up 
little block grants for 20 or 30 years before it would 
finally have enough to build it. 

Another problem is that some formula generally is 
used to spread block-grant money around, but there is 
often a lot of dissatisfaction with any particular formula, 
e.g., the discussion of the current section 5 formula. It 
will always be difficult to give money in proportion to 
the problems. Transit problems are concentrated in 
the large cities and more members of Congress repre-
sent smaller cities and rural areas. In that sense, tran-
sit is a special interest, and it may be better off relying 
on the Urban Mass Transportation Administration to do 
what is right and spend the money where it is needed. 

Although it is possible that section 5 may provide 
some incentives to increase deficits, the different ef-
fects of various financial mechanisms on efficiency are 
largely unknown. Do they encourage operators to de-
crease costs or increase revenues or improve service? 
There is a real need for more research on this ques-
tion. An operation in Southern California frankly in-
creased its deficit because, if it did not, its mainte-
nance of effort would have dropped, and it would have 
lost all of its section 5 money. - As a result, it was 
cheaper for that local area to have a higher deficit in 
order to get more federal money. 

One of the many calls for research concerned the in-
stitutional arrangements and the financing mechanisms 
at the local level. It was generally agreed that this is 
a key issue, but no one had an overall answer to it; per-
haps there is no one overall answer, and the answer has 
to be generated locally. What is right for one area is 
not necessarily right for some other area. It might be 
possible, however, to at least group the different types 
of local arrangements into three or four categories. 
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Overcoming Impediments to Transit Innovation 

Bruce D. McDowell, Advisory Commission on Intergovernmental Relations, Washington, D.C. 

Two themes seemed to run through every session. One 
dealt with the need for innovation and the other with the 
impediments to innovation. Innovation may be defined 
essentially as a response to the need for appropriate 
changes —not particularly something brand new, but a 
needed change. Impediments include all the reasons 
we can think of to explain why nothing can change. In-
novation and impediments can be put together into solu-
tions, that is, overcoming impediments to permit inno-
vation. Finding solutions was the purpose of this work-
shop. 

Some of the projections that were made indicate the 
need for change or innovation and the dangers of not 
changing. One projection was that increases in deficits 
are likely to keep rising to the breaking point. The 
breaking point is the point at which service levels must 
decrease or financial troubles like those in New York 
will follow. It is what faces us if we project problems 
and do not do anything about them. 

Projections about the future of federal aid were 
equally gloomy: increasingly onerous conditions on 
grants, increasing fragmentation of the grant system, 
and increasing difficulty of the grantees to deal with 
their problems—to the point that some grantees, par-
ticularly the smaller and less capable ones, will have 
to start turning down the money and offering only mini-
mal service. 

A dismal future is also predicted for regional struc-
tures in urban areas. Most of them are not very effec-
tive now, and it appears that will be so in most cases in 
the future. There are three or four examples of good 
cases, but these are a drop in the bucket of the 281 U.S. 
metropolitan areas; transit will decline in all of them 
unless there is a major change in the way we are pro-
ceeding. 

These sessions have provided substantial evidence 
that innovation and change are needed, but they also 
have indicated that there are plenty of innovative ideas 
available. Although low productivity in creative think-
ing was postulated, the bottleneck is not a lack of ideas 
but a lack of action on these ideas; it is the action people 
who are not being productive. Virtually all federal pro-
grams in recent years have been based on fostering in-
novatioñ. Ironically, these programs too often stifle 
innovation. 

The summaries of previous conferences in this se-
ries produced many innovative ideas that are worth a 
try. From the pricing workshop, examples were given 
of cases in which demands actually were increased, de-
creased, or shifted by a pricing mechanism. It can work, 
at least in some situations, at some times. 

The workshop on regulation indicated that the regula-
tory sector is terribly hidebound. Not much is going on. 
The regulatory process shows little concern for con-
sumers or for broad social benefits. But on the other 
side of that coin were the great potential benefits of 
loosening up regulations. It was suggested that experi-
mental activities ought to be exempted from the regula-
tory situation for a short period of time. Regulation 
can be useful when you know what you are doing but, 
when you are experimenting, regulations can be a kin-
drance. 

The labor workshop suggested many potentials in 
recognizing the special nature of public management in 
dealing with labor situations; it is not a typical labor-
management relationship. There are a lot of third-
party operations going on, and the challenge is to recog-
nize and deal with those third-party concerns in a crea-
tive way. It may be possible to change the pattern of 
labor relations in public management from the pattern 
established in the private sector. 

In the marketing workshop, potentials were indicated 
for innovation through the industrywide exhange of ideas, 
through much greater use of objective market research, 
and through ensuring there is a good service to sell. 

The present workshop also produced several poten-
tials for innovation. From the session on problem def-
inition came suggestions for productivity analysis in 
management; system performance measures, reports, 
and plans; application of the same set of decision rules 
to all modes (essentially building parity into the com-
petition for public funds); and pooling (or at least inven-
torying and examining together) all of the public funds 
that are going for transportation. So far, we have dealt 
only with the U.S. Department of Transportation, but 
what about the transportation -related programs of the 
U.S. Departments of Labor, Health, Education and Welfare, 
and Housing and Urban Development and the Community 
Services Administration as well as several others? 
Each of those departments and agencies has major trans-
portation money that is not integrated in the transporta-
tion plan, nor part of our solution. If these were pulled 
together, maybe we would have part of that missing rev-
enue that we need. Finally, out of that session came an 
optimistic concept of making automobiles more effi-
cient—ride pooling rather than trying to run, the automo-
biles off the road. This is a significant concept that 
seems to have potential for innovation. 

The panel on reducing costs showed that outside manage-
ment studies can find numerous opportunities to cut costs 
and improve productivity. Some of these opportunities may 
be small, but they are numerous and can add up to significant 
amounts. As the case of New York illustrates, theworse off 
your system is, the more potential there is to make improve-
ment's. A large number of good management practices 
were listed that can cut costs and increase productivity 
in almost any transit property. The Knoxville experi-
ence shows how transportation brokerage actually is 
getting people where they want to go, while avoiding 
costly expansion of the fixed-route system for peak ser-
vice and costly expansion of its lines out into low-
density areas. 

The panel on revenue-raising techniques included 
reports on a study funded by the Urban Mass Trans-
portation Administration that produced a package of 
innovative funding sources for fixed-guideway sys-
tems—dedicated property taxes, tax-increment fi-
nancing, the value-capture idea in limited cases, spe-
cial benefit assessments, lease or sale of air rights, 
and incentive zoning. This panel also emphasized 
that supplementary local transportation services are 
being supplied more and more often by less expen-
sive off-line systems. The big system does not need to 
do everything; the system can be tailored to use the 
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modes that can do the best job in given situations. 
State and federal aid for transit is a relatively new 

phenomenon; the reason it has increased so dramatically 
in percentage terms is that it started at almost zero in 
1970. Now, federal and state operating aid together 
make up half the total and will probably not go much 
higher. What is new now is municipal taxing authority 
for transit. Previously this was thought to be impos-
sible, but Chicago, Atlanta, and San Francisco have 
shown that it can be done. Finding out how it can be 
done in specific situations is the challenge. 

With respect to fare revenues, the suggested innova-
tion involves deciding as a matter of policy what propor-
tion of transit costs should be covered by operating rev-
enues and then keying fare levels into some automatic 
escalator, such as the cost of living. Under this arrange-
ment, fares would not need to be raised by quantum leaps 
every 15 to 20 years. 

The panel on intergovernmental relations suggested 
several innovations that can be and, in fact, are being 
made. Transportation is now being supported by block 
grants, categorical grants, and general revenue sharing. 
None of these should be written off as a source of tran-
sit funding. Anyone who submits an application, gets a 
grant dollar, or has any administrative responsibilities 
for financing realizes that there are many potentials for 
improving the grant system. Sometimes it is assumed 
that the system cannot be changed, but many possibili-
ties for improvement were suggested: 

Administrative simplification (at least reduce the 
number of pages of red tape), 

Joint funding (if you cannot get enough from one 
grant, put three together), and 

Consolidation of selected categorical grants 
(maybe it will still be only a categorical grant, but at 
least it will be a manageable one). 

A regional transportation block grant was also pro-
posed as an innovation, as were reasonable modifica-
tions in general grant requirements, such as accessi-
bility for the handicapped or section 13c. Overcompli-
cated rules need not remain as they are written or 
administered now; those things can change, and the ob-
jectives can still be met. If there is flexibility in these 
programs, such general grant requirements need not be 
the bane of the operators' existence. 

In summary, the workshop sessions amply estab-
lished that there is no particular lack of innovative ideas. 
What did the sessions turn up in the way of impediments? 
Why can transit not innovate? Some of the following rea-
sons were given. 

Labor will veto it if it makes any sense, or at 
least labor will make it too expensive to be worthwhile. 

Management is not smart enough to innovate and, 
even if it were, it is too much involved with operating 
problems to bother. 

Politicians are too dumb, cantankerous, or un-
familiar with transportation problems, or they repre-
sent a constituency that has these characteristics, so 
they are not free to move. 

The public service commissions would never un-
derstand or allow this change—they never have before, 
so why should they start now? 

The law or the grant program or the administra-
tive regulations prohibit using money for innovations. 

Since it cannot be proved that these changes will 
succeed, let's not try it. What if we fail? What if we 
learn that this was not the right way to do it instead  

of learning that it was? 

The list of objections is almost endless and, if you 
take these as final answers, there is no point to the list 
of innovations. But transit problems are now so severe 
that there is little alternative but to develop the power 
of positive thinking. And that is how solutions come 
about. 

There are reasons for optimism: All of the innova-
tions listed have worked somewhere. The payoff will 
come from doing them not in one place but in many 
places. This optimism can suggest some solutions. 

Labor—One suggestion is to establish the prin-
ciple of a full day's work for a full day's pay. This 
could be an equitable, practical solution in an area that 
dominates operating costs. In the third-party world of 
public labor-management relations, there is a chance 
of making sense out of the tensions on both sides. 

Management —There may be no substitute for 
good managers, but there is a way of developing them—
train them, give them help, replace them, use 
management-by-objectives techniques but most of all 
find managers capable of understanding and dealing with 
the list of innovations. 

Politics—What is required is a good proposal that 
is sensitive to the needs of the politicians' constituents, 
not just to economic theory. If it is sensitive to the con-
stituency, the politicians must understand that. There 
is also a community-relations process that is important 
here. The politician does not have time to remold his 
constituency. The constituency must understand what 
you are talking about for the vote to come out right. 
But community relations is a two-way process. Mem-
bers of the community must feel that transit is listening 
and responding to them; this is the basis of credibility. 
Good politics also requires humility on the part of ana-
lysts. That means not pushing too hard for a rational 
process that is not a pragmatic or political process. If 
this rule is not observed, innovations will never see the 
light of day. 

Regulation—Regulative change rests basically on 
legislative change. Changing regulations therefore re-
quires the same techniques as those outlined for the 
political sector. The ground rules are that the personal 
dynamics and the constituency dynamics have to change 
before the legal and administrative rules can. 

Innovation—Sometimes better research and learn-
ing from foreign experiences, small-scale experiments, 
and demonstrations can prove the success of a project 
before it is begun on a full scale. If this is not possible, 
being very frank in laying out the risks is more likely 
to pay off in the long run than is a snow job. 

Grants—It has been said that state and federal 
programs do not make good things happen; local people 
do. The grant program may not be all that powerless, 
however. There may be ways the grant process can 
spur new solutions. Suppose grant recipients were 
given more responsibility themselves, along with tech-
nical assistance and special training in the techniques 
of implementing innovative change. Suppose they could 
hire social scientists, community organizers, legisla-
tive draftsmen, or people with whatever skills they need 
to translate proposals to the politicians. The grant sys-
tem could provide such conditions, not just as an all9wed 
cost but as a required element. That would create a 
whole new ball game as far as innovation and research 
are concerned. If the process of sociopolitical change 
were supported by federal leadership in the form of re-
search and grants, maybe we would make someprogress. 
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In the final workshop session, floor discussion dealt with 
two important issues: institutional constraints (particu-
larly those involving labor) and the maintenance-of-
effort requirement for section 5 grants. 

CUTTING LABOR COSTS 

Because labor accounts for something more than 80 per-
cent of transit costs, it is an obvious area in which to 
begin reducing operating expenses. However, this in-
volves dealing with strong unions and entrenched work 
rules and cost-of-living clauses. 

It cannot be assumed that unions will veto all changes; 
some work rules that have a great impact on operations 
may affect the unions very little. Labor, given the choice, 
can act quite constructively; it has been both realistic 
and helpful in trying to reach a settlement during the 
New York financial crisis. The key is having the kind 
of relationship with labor in which things can be dis-
cussed informally, because if some issues become pub-
lic, both sides often are forced to polarize their posi-
tions on these issues. 

There are few conditions that should be accepted as 
given; this applies to pricing, to labor, and to most 
other relationships in transit. One of the jobs of the 
Urban Mass Transportation Administration (UMTA) is 
to point out the options that are available. However, 
UMTA is in a difficult position with regard to labor. 
Unions are trying to protect labor from income loss 
and unemployment, and management is concerned about 
efficiency of operations. These goals are often in con-
flict, particularly in a weak economy. The government 
has similar, conflicting goals: to maintain employment 
and an equitable distribution of income and to increase 
economic efficiency. It is in a difficult position. 

In Lowell, Massachusetts, changing from public to  

private operation cut the transit deficit in half. There 
was no labor problem, because the Boston transit au-
thority was able to incorporate the Lowell drivers into 
the Boston operation. Lowell drivers have almost com-
parable wages, but their work rules were revised, and 
this was what allowed the big reduction in the deficit. 
The problem then was not labor but that cutting the def-
icit reduced the maintenance of effort; since this has 
eliminated section 5 assistance, the expenditure in sup-
port of transit in Lowell is still the same. 

MAINTENANCE OF EFFORT 
REQUIREMENT 

A major problem with the maintenance -of -effort crite-
rion in section 5 is that it is based on funding levels and 
not service levels. As long as state and local funds are 
constant or increasing, it does not matter if the service 
effort is not being maintained. 

A further problem is that the requirement is not 
based on normal levels of Support but on whatever 
levels happened to be present in 1974. Because deficits 
began to climb sharply in 1973, local assistance jumped 
to a much higher level in 1974. It is hard to maintain 
this level but, if this level is not maintained or costs 
reduced, the section 5 money is lost. 

Generally, maintenance -of -effort levels are not too 
much of a problem in an inflationary period. But if 
local subsidies do not increase with the rate of infla-
tion, maintaining present levels can discourage cost 
cutting. The maintenance -of -effort requirement was 
not intended to have this effect, but it assumes that 
dollars are synonymous with service; this is not a good 
assumption, and it can have a disincentive effect on ef-
ficiency measures. 
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